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ABSTRACT 
 
Short-term insurance companies, though they are in a business of managing risks for other 
companies; they themselves are vulnerable to different types of risks in their operation. The 
pressure from the Financial Services Board and the ratings agencies has also added to the risk 
management burden faced by short-term insurance companies. For this study four generic types 
of risks were identified as the key risks each insurance company needs to focus on in order to 
ensure success and survival in their operations. Implementation of enterprise risk management 
framework has thus become a necessity for every short-term insurance company in order to 
effectively mitigate the complex risks brought by the ever-changing business environment. 
The purpose of this study was to evaluate the significance of the relationship between enterprise 
risk management and the success and survival of the companies in the short-term insurance 
industry in order to develop and implement strategies to manage risks effectively. This study 
specifically looked at these types of risks: operational risks, financial risks, market risks and 
reputational risks; and these have been identified as generic risks that can be used as a guide for 
companies who intend implementing an enterprise risk management framework. 
An empirical study was conducted using a population of 45 short-term insurance companies who 
operate in South Africa; and for this study a response rate of 53% was achieved. The methodology 
adopted in the study included the research design, research methods and test for tests for validity 
and reliability. The results were analysed and discussed.  
The key findings from the empirical study indicated that, there is a relationship between 
operational risk, market risk and reputational risk; and the success and survival of short-term 
insurance companies in South Africa. Secondary literature also emphasised the importance of 
enterprise risk management on the success and survival of short-term insurance companies in 
South Africa. Adoption and implementation of enterprise risk management remains vital for short-
term insurance companies in South Africa as a tool to help manage the very complex risks facing 
the industry on daily basis. 
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CHAPTER 1: SCOPE OF THE STUDY  
 
1.1. INTRODUCTION  
 
Some big corporate failures and governance scandals in recent years have become a wake-up 
call for organisations to take a proactive approach to managing their risks. According to 
organisations cannot entirely eliminate risk in their operations, therefore this necessitates an 
effective risk management framework to ensure organisational survival. Since the emergence of 
enterprise risk management in recent years, it has been observed that any organisation’s failure 
to manage their risks effectively will hinder its success and reduce its chance of survival in its 
respective industry. The changing business environment and new regulations makes it very 
important for every organisation to have enterprise risk management integrated into its strategic 
decision making and a critical enabler to achieving strategic business objectives (Borghesi & 
Gaudenzi 2012, pp. 89-90).  
 
The South African short-term insurance industry is under immense pressure from the regulatory 
bodies as well as rating agencies to improve the way in which risks are managed in order to 
ensure the success and survival of the industry and sustainability for all its stakeholders. The 
short-term insurance industry is under intense scrutiny from regulators. The changing economic 
conditions have also brought about huge risks that require a holistic approach to managing risks 
for any organisation (Da Silva, 2014). 
 
This study seeks to demonstrate that there is a significant relationship between organisations 
that adopt enterprise risk management as a core management function and their eventual 
success and survival in the short-term insurance industry in South Africa. This study intends to 
contribute towards ensuring the success and survival of the short-term insurance industry in 
South Africa. According to Donaldson (2012), a fresh look is required from the South African 
short-term insurance industry to understand all risks at affecting the environment. 
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1.2. PROBLEM STATEMENT  
 
Corporate scandals and financial problems that have hit the industry in past, have led to a move 
towards enterprise risk management (Brunnermeier, 2009, p. 1). Top of mind is the collapse 
and near-failure of insurance giant, American International Group (AIG), which led to the 
company being bailed out financially by the American government; it is by far one of the biggest 
casualties of lack of enterprise risk management in insurance industry. According to a global 
survey conducted by the Risk and Insurance Management Society (2011) on the extent of 
enterprise risk management adoption, it showed that 54% of organisations have adopted 
enterprise risk management, and that 26% were still investigating the viability to embark on 
enterprise risk management. With the corporate scandals and failures cited above, it is evident 
that the level of enterprise risk management adoption needs to significantly increase (Risk and 
Insurance Management Society, 2011). 
 
A most recent case in the South African context is the liquidation of the short-term insurance 
company SaXum insurance company in 2016, this was due to the company’s insolvent position. 
According to the Financial Services Board, SaXum’s insolvency resulted from underwriting 
losses due to a significant increase in claims, combined with impairments to the value of certain 
of SaXum’s assets (Financial Services Board, 2016, pp. 1-2). This demonstrates a lack of 
effective liquidity and underwriting risk management by the company. According to rating 
agency, Standard & Poor’s report short-term insurer, Lion of Africa Insurance had capital 
adequacy and liquidity issues which led to Standard & Poor downgrading the company in two 
consecutive years, 2014 and 2015. The rating agency further placed the insurance company on 
‘Credit Watch’, “we placed our 'zaBBB' national scale ratings on Lion on Credit Watch negative” 
(Standard & Poor, 2015, p. 2).  
 
According to National Treasury Policy Document (2011), the financial sector plays a critical role 
in supporting the real economy. However, this sector also brings about many risks, and these 
are usually because of reckless conduct by these financial institutions in chasing short-profit-
gains. Many insurance companies have struggled to survive financially due to lack of prudent 
risk management. Some have ended up being liquidated due to such behaviours and their lack 
of enterprise risk management (National Treasury Policy Document, 2011). 
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According to Advisen Insurance Intelligence (2014, p. 3) “The impetus for enterprise risk 
management programs predates the credit crisis, but the financial crisis and continued 
economic instability have accelerated the drive towards this change”. They also say that 
management needs to incorporate enterprise risk management into their corporate strategy and 
ensure each member of senior management is aware of risks in a given industry. Management 
at all levels also lower levels of the organisation need to ensure that in their day-to-day 
management processes enterprise risk management principles are incorporate (Advisen 
Insurance Intelligence, 2014, p. 3). 
.  
According to the Committee of Sponsoring Organisations, (COSO, 2016) enterprise risk 
management framework presents a definition of the important components, it suggests a 
common language and provides a precise direction and guidance for managing risks enterprise-
wide. Insurance company executives need to adopt the enterprise risk management framework 
into their risk management processes. The framework is designed to ensure uniformity, 
consistency and clear risk management objectives; and it considers activities at all levels of the 
organisation (COSO, 2016). 
 
From the above it can be observed that the lack of enterprise risk management adoption and its 
significance might be a problem in the short-term insurance industry at large. It is imperative 
therefore that short-term insurance organisations understand the importance of enterprise risk 
management and its significance to their well-being, success, survival and sustainability of the 
industry and economy at large. Also, enterprise risk management is therefore necessary to 
ensure this problem is addressed across the organisation. This holistic approach to risk 
management emphasises the formulation of a framework that looks at all risks that are likely to 
affect an organisation and it further ensures that those risks are managed and reported upon on 
an ongoing basis. The organisation’s leadership needs build a risk management culture within 
the organisation; this can be done by creating an on-going risk management educational 
campaign which reaches all staff across an organisation. Enterprise risk management is a 
holistic approach into management of risks, therefore it involves every single member in an 
organisation. The problem therefore is that many organisations still manage their risks in silos, 
there is no integrated and holistic approach in how they are managed; they follow a more 
reactive approach compared to the proactive one brought about by Enterprise Risk 
Management.   
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The following sub-problems were identified: 
 
1.2.1. Risks Are Not Known 
 
From the discussion above it is clear that many risks such as operational risks, financial risk, 
market risk and reputational risk affect insurance companies. Executives and senior 
management in the short-term insurance industry needs to first of all be aware of the types of 
risks that face insurance companies. From this knowledge and awareness, they need to look at 
the impact and its severity each risk type brings to an insurance company. Thirdly they need to 
devise a risk management programme and develop a framework for management and reporting 
of risks that affect the enterprise, especially those who potentially bring about severe harm to 
the success and survival of an insurance enterprise. Kaplan and Mikes (2012) believes that a 
very important step in creating an effective risk management framework is understanding the 
qualitative distinctions among all types of risks that companies face; and understanding that risk 
events from any category can be fatal to a company’s strategy and even to its survival. 
 
1.2.2. The Relationship between the use of Enterprise Risk Management and the survival 
of the companies 
 
Lack of understanding of the impact of enterprise risk management on success and survival of 
organisations in the short-term insurance industry could be problematic to not only the 
companies affected but also to the broader short-term insurance industry, the economy at large 
and as well as for academia. 
1.3. PURPOSE OF THE RESEARCH  
 
The purpose of this study was to evaluate the significance of the relationship between 
enterprise risk management and the success and survival of the companies in the short-term 
insurance industry in order to develop survival strategies for them. 
 
1.3.1. Research Objectives  
 
To achieve the above-mentioned purpose the following secondary objectives were formulated: 
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(i) What are the risks facing the short-term insurance industry? 
(ii) What is the relationship between the use of enterprise risk management and the 
success and survival of the companies in the short-term insurance industry? 
 
1.3.2. Research Questions  
 
This research aims to answer the following research questions: 
 
(i) What are the risks in the short-term insurance industry   
(ii) What is the relationship between the use of enterprise risk management and the 
success and survival of the companies in the short-term insurance industry? 
 
1.3.3. The hypotheses  
 
The following hypotheses were investigated in this study:   
 
 Ho1: There is no relationship between operational risks and the success and survival of 
companies in the short-term insurance industry. 
 Ha1: There is a negative relationship between operational risks and the success and 
survival of companies in the short-term insurance industry.  
 
 Ho2: There is no relationship between financial risks and the success and survival of 
companies in the short-term insurance industry. 
 Ha2: There is a negative relationship between financial risks and the success and 
survival of companies in the short-term insurance industry.  
 
 Ho3: There is no relationship between market risks and the success and survival of 
companies in the short-term insurance industry.  
 Ha3: There is a negative relationship between market risks and the success and survival 
of companies in the short-term insurance industry.  
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 Ho4: There is no relationship between reputational risks and the success and survival of 
companies in the short-term insurance industry.  
 Ha4: There is a negative relationship between reputational risks and the success and 
survival of companies in the short-term insurance industry. 
1.4. DEFINITION OF VARIABLES  
 
1.4.1. Enterprise Risk Management  
 
COSO (2004, p. 2) defines enterprise risk management as "a process, effected by an entity's 
board of directors, management and other personnel, applied in strategy setting and across the 
enterprise, designed to identify potential events that may affect the entity, and manage risk to 
be within its risk appetite, to provide reasonable assurance regarding the achievement of entity 
objectives". The discipline not only calls for organisations to identify all the risks they face and to 
decide which risks to manage actively; it also involves making that plan of action available to all 
stakeholders, shareholders and potential investors, as part of their annual reports (COSO, 
2004, p. 2).  
 
1.4.2. The success and survival of a short-term insurance companies in South Africa 
 
“Short-term insurance companies are required to hold capital equal to 25% of their net written 
premiums” (Financial Services Board, 2006, p. 3.). These capital requirements are governed by 
the South African Short-Term Insurance Act of 1998 to safeguard the clients and also protect 
the insurance company from financial risks. Their emphasis as stated in the act seeks to 
provide assurance that short-term insurance companies are adequately capitalised and to 
ensure they continue to survive and operate successfully (Financial Services Board, 2006). 
 
1.4.3. Operational Risks 
 
Blunden et al. (2013, p. 8) defines operational risk as the risk of loss resulting from inadequate 
or failed internal processes, people and systems or from external events. The term operational 
risk first came to being in the financial services in the early 1990s (Blunden et al., 2013, p. 8).  
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1.4.4. Financial Risks 
 
1.4.4.1. Liquidity Risks 
 
Rahman and Banna (2015, p. 20) defines liquidity risk as, “the risk to an institution’s financial 
condition or safety and soundness arising from its inability, whether real or perceived, to meet 
its contractual obligations”. According to the Basel Committee on Banking Supervision (2008), 
effective liquidity risk management helps ensure an organisation can meet its financial 
obligations. It further emphasises that liquidity risk management is of paramount importance 
because a liquidity shortfall at an organisation can have severe enterprise-wide repercussions 
(Basel Committee on Banking Supervision, 2008).  
 
1.4.4.2. Credit Risks 
 
Ernst & Young (2017, p. 3), defines credit risk as “the risk of loss due to the inability or limited 
willingness of a borrower (obligor), issuer or counterparty to meet its financial obligations”. Ernst 
& Young (2017) further argues that credit risk is critical in the short-term insurance industry and 
can have a detrimental impact to company’s survival; credit risks play a more central role in the 
investment portfolios of premiums in the industry. Insurance organisations in their operations 
accept premiums from their clients and maintain capital reserves as stipulated by the 
regulations to cover the potential cost of future claims, credit risk management plays a critical 
role to this whole chain of processes in the short-term insurance business (Ernst & Young, 
2017). 
 
1.4.5. Market Risks 
 
According to the National Association of Pension Funds Limited (2013), market risk refers to the 
sensitivity of an asset or portfolio to overall market price movements such as interest rates, 
inflation, equities, currency and property. 
 
 
 
 
 
 
 
 
8 
 
1.4.6. Reputational Risks 
 
Reputational risk is defined as the risk that a latent problem of reputation, typically of public 
trust, will become an actual reputational problem. It is the risk that the firm will act in a way 
which falls short of stakeholder expectations. (Blunden et al., 2013, p. 323). 
1.5. THE SIGNIFICANCE OF RESEARCH  
 
From the perspective the short-term insurance industry, enterprise risk management and its 
impact on company’s success and survival are very important. As an aspiring leader within the 
industry the researcher realises the importance of understanding these variables and their 
relationship if one is to effectively lead organisations and be able to manage challenges posed 
by lack of understanding of these relationships insofar as the viability of this industry is 
concerned. 
1.6. THE ASSUMPTIONS 
 
In figure 1.1 the basic assumption underlying the research is demonstrated. Managing the 
elements of risks using a holistic approach towards enterprise risk will improve the survival of 
companies in the short-term sort term insurance industry. 
1.7.  LIMITATIONS 
 
Due to the fact that there are well-known and academically accepted risk models available the 
risk could be identified and the empirical research was limited to the relationship between the 
use of enterprise risk management and the success and survival of the companies in the short-
term insurance industry. 
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FIGURE 1.1: THE RELATIONSHIP BETWEEN ENTERPRISE RISK MANAGEMENT AND THE SUCCESS AND 
SURVIVAL OF SHORT TERM INSURANCE COMPANIES 
 
 
 
 
Types of Risks Facing Short-Term Insurance Companies 
 
 
 
 
 
 
 
 
Figure 1.1 illustrate the main generic risk factors on which the research hypotheses will be 
based (Author’s own conception). 
1.8. RESEARCH METHODOLOGY OF THE STUDY 
 
For this study, the researcher decided to use quantitative study method, which will follow a 
positivistic paradigm. The study seeks to understand the statistical relationship between 
enterprise risk management, the different types of risks that affect the industry and the success 
and survival of an organisation in the short-term insurance industry, through a study that is 
objective and external to the researcher.  
 
This study will make use random sampling on the whole population of short term insurance 
companies, then judgement sampling will be used to select the sample from each of the 
organisations. Judgement sampling allows the researcher to use their judgement alone in 
deciding who participates in the study, and that guides regarding the type of respondents the 
researcher is looking for. The researcher’s study is aimed at professionals within a specific 
industry and in a certain level of management; therefore, the judgement sampling would be 
Survival and success of 
companies in the short-term 
insurance industry 
Operational Risks 
Financial Risks 
Market Risks 
Reputational Risks 
Enterprise Risk Management 
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ideal. The researcher’s sample is restricted to only the short-term insurance industry, it is made 
up of the following; executives, senior management and division heads within the short-term 
insurance industry. Questionnaires will be used to collect the data from the selected sample 
because of their convenience in nature. 
 
For the study, a questionnaire was used. The questionnaire comprised of four (4) sections, 
section (A) consisting of the respondents’ demographic information, section (B) looked at 
performance of the organisation, section (C) looked at identifying risks facing the organisation, 
and the last section being section (D) looked at mitigation actions. On this questionnaire, a five 
(5) point Likert scale was used for section (B) and section (C) ranging from (1) very seldom, (2) 
seldom, (3) sometimes, (4) often, and (5) always. And another five (5) point Likert scale was 
used for section (D) ranging from (1) totally disagree, (2) disagree, (3) neutral, (4) agree, and (5) 
totally agree. Both exploratory and confirmatory data analyses will be utilised in order to be able 
to report on descriptive and empirical statistics.  
1.9. OUTLINE OF THE STUDY 
 
This study comprises of five (5) chapters that follow the outline as discussed below:  
 
 Chapter One – introduces the scope of the study, which deals with the problem 
statement, research questions, objectives, hypothesis and methodology of the study. 
 Chapter Two – consists of literature review on the relationship between enterprise risk 
management, the different types of risks that affect the industry and the success and 
survival of an organisation in the short-term insurance industry. 
 Chapter Three – discusses the methodology of the study, looks at how the sample is 
drawn, looks at how are the measurements utilised, demographic and empirical results.  
 Chapter Four – consists of data analysis and interpretation of the findings.  
 Chapter Five – provides conclusions of the study, limitations and recommendations from 
the researcher.  
 
In this chapter, the research problem was defined from previous events that have occurred, 
from which the research objectives and research questions were formulated. Hypothesis was 
further formulated and the variables were defined and their impact in the success and survival 
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of companies in the short-term insurance industry. An assumption was formulated that 
enterprise risk management will improve the success and survival of companies in the short-
term sort term insurance industry. In the next chapter, the researcher will review literature on 
the relationship between enterprise risk management and the success and survival of 
companies in the short-term insurance industry. 
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CHAPTER 2: LITERATURE REVIEW 
 
2.1. INTRODUCTION 
 
This chapter aims to look at the relationships between risks facing the short-term insurance 
industry and the survival of the companies in the short-term insurance industry. In this study key 
concepts were determined, the first key concept the researcher investigated is the risks facing 
the short-term insurance industry using literature from previous authors. The South African 
short-term insurance industry and around the world faces different types of risks in their daily 
operations, however for this study, we will be looking at the following risks:  operational risks, 
financial risks, market risks and reputational risks. Lastly this chapter aims to determine the 
relationship between the use of enterprise risk management and the survival of the companies 
in the short-term insurance industry.  
2.2. ENTERPRISE RISK MANAGEMENT AND THE SHORT-TERM INSURANCE 
INDUSTRY 
 
2.2.1. Enterprise Risk Management 
 
A definition from the Trust-Re Perspective (2015, p. 8) says, “enterprise risk management is 
about holistically and consistently identifying, managing and reporting current and future risks 
across the enterprise, measuring their financial impact and controlling the performance of 
corporate and business strategy”. 
 
“Enterprise Risk Management is different from traditional approaches that focus on risk 
oversight by managing silos or distinct pockets of risks” (Beasley et al., 2017, p. 8). Enterprise 
Risk Management emphasises a top-down approach to risk management and it has its focus 
enterprise-wide, in that it becomes part of the executives and senior management’s strategic 
decisions. It allows and fosters a development of a risk management framework that ensures 
that all risks facing the short-term insurance organisation are identified, assessed, monitored, 
managed and reported to the organisation’s executive management team; which further 
ensures improved business decisions, reduced uncertainty and provides reasonable assurance 
regarding the achievement of the objectives of the organization (Mazviona, Chiranga and 
Zhanje, 2014).  
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Enterprise risk management has fast become increasingly relevant for effective corporate risks 
management; enterprise risk management, unlike the traditional silo-based risk management 
takes into account the organisation’s entire risk portfolio in an integrated and holistic approach 
(Gatzert & Martin, 2013, p. 1). According to Simona-lulia (2014), silo-based risk management 
has a narrower view of the total risks the insurance organisation is exposed to, whereas the 
holistic and integrated approach as brought by enterprise risk management allows the senior 
management and executive management of the organisation to have a full view of risks that 
may pose a threat to the organisation. According to Pagach and Warr (2010, p. 1), “enterprise 
risk management is an increasingly popular strategy that attempts to holistically evaluate and 
manage all of the risks faced by the firm. In doing so, it uses the firm’s risk appetite to determine 
which risks should be accepted and which should be mitigated or avoided” (Parach & Warr, 
2010). 
 
2.2.2. Enterprise Risk Management in the Short-term Insurance Industry 
 
According to Ernst & Young (2017) for a short-term insurance organisation, enterprise risk 
management assists the organisation in its underwriting risk selection, its reinsurance facility 
utilisation, as well as in its capital reserving strategies in that it allows the short-term insurance 
organisation to still be able to compete aggressively in its market, while it ensures that it is 
safely guarded against over-exposure to risks. Acharyya et al. (2013, p. 6) argues that “in 
insurance, risk management is even more embedded in all business decision making. Ideally, 
the value of an insurance business is created from three core functions i.e. underwriting 
including reinsurance, investment, and finance”. The role of enterprise risk management in 
short-term insurance is aimed at both the policyholders and shareholders, it ensures that value 
is created for both the policyholders and the shareholders, the premium investment should be in 
the interest of policyholders and not that of insurance organisations (Financial Services Board, 
2014). Any insurance organisation that knows how to protect the interests of its policyholders 
will definitely achieve success and survive even in the most difficult times in the industry, FSB 
emphasises that each insurer needs to put the policyholder’s interest first (Financial Services 
Board, 2014).   
 
Derrocks (2013), highlighted that various corporate failures and the global economic crisis 
specifically around the 2008/2009 period have emphasized the importance of risk management 
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and compliance now more than ever, and more specifically good governance and internal 
control. The biggest casualty of the 2008/2009 crisis is the global insurance giant, AIG, the 
American Insurance Group. The AIG had to be bailed out by the United States of America 
Government to ensure that the insurance organisation still exists today (Derrocks, 2013). 
2.3. CONCEPTUAL MODEL OF THE RISKS FACING THE SHORT-TERM INSURANCE 
INDUSTRY 
 
The South African short-term insurance industry and other industries around the world are faced 
with a lot of risks in their daily business operations, due to the sophistication in nature, these 
types of risks require a more holistic approach from the companies, an approach that focuses 
on the enterprise-wide rather than fragmenting their efforts by using silo-based approach to 
managing these risks. A holistic approach to managing risks is what is required for the 
insurance companies to succeed and survive in tough financial times (Mckinsey & Company, 
2014).  
 
Mckinsey & Company (2014) further argues that an enterprise risk management framework 
cannot overcome the detrimental effects of poorly underwritten business, high costs or 
investments that excessively expose the capital base; however, it can play a critical role in 
reinforcing risk awareness and provide the practical tools and processes to embed risk-
conscious behavior in everyday decisions. 
 
This research focused on the following risks: operational risk, financial risk, market risk and 
reputational risk, as the potential threats to the success and survival of a short-term insurance 
company if not managed in a pro-active and holistic approach. Each of these risks will be 
discussed in detail below. 
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FIGURE 2.1: Enterprise risk management model of 2004 (COSO) 
 
 
Source: (COSO, 2016) 
 
This current enterprise risk management framework was created by COSO in 2004, as an eight 
components structure. With this framework the intention from COSO was to align risk appetite 
and strategy, enhance risk response decisions, reduce operational surprises and losses, 
identification and management of multiple and cross-enterprise risks, seizing of opportunities 
and lastly to improve deployment of capital by organisations (Hirth, 2016). 
 
The 2004 enterprise risk management framework was defined more as a process designed as a 
tool for identification of potential risks affecting the company and management thereof (Hirth, 
2016). This framework though published originally in 2004, still remains widely accepted and 
endorsed by boards and management in every industry; according to COSO (2016), it essential 
for management seeking to enhance an organisation’s ability to manage uncertain events and 
in deciding on how much risk to accept in an organisation in order to increase stakeholder 
holder.  
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FIGURE 2.2: Updated enterprise risk management model of 2016 (COSO) 
 
 
 
Source: (Weaver, 2016) 
 
However, COSO in recent years felt that there was an emergence of new risks, boards are 
more aware and involved in risk management, business operating environments have become 
more, and stakeholders demand more accountability from boards; this has motivated for an 
update of the current enterprise risk management framework (Zaret, 2016). COSO defines the 
updated framework as a culture, capabilities and practices integrated with strategy and 
execution; this updated framework aims to align risk with strategy and performance of the 
organisation (Zaret, 2016).  
  
This conceptual framework was developed from the COSO models on risk management, COSO 
puts emphasis on the relationship between risk and value within an organisation; it emphasizes 
enterprise risk management’s role in creating, preserving and realizing value (Zaret, 2016).  
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This conceptual framework emphasises the value enterprise risk management brings to an 
organisation by ensuring its success and survival in its business operations. 
 
FIGURE 2.3: A CONCEPTUAL FRAMEWORK OF THE RELATIONSHIP BETWEEN 
ENTERPRISE RISK MANAGEMENT AND THE SUCCESS AND SURVIVAL OF SHORT 
TERM INSURANCE COMPANIES 
 
 
 
 
Source: Author’s own conception (2017) 
 
The above conceptual framework seeks to uncover the risks that threaten the short-term 
insurance companies in South Africa. It further seeks to understand the shortfalls of not 
adopting enterprise risk management, as well as benefits of adopting enterprise risk 
management for short-term insurance companies in South Africa. And lastly, it seeks to 
understand the relationship between the use of enterprise risk management and the success 
and survival of short-term insurance companies in South Africa.  
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This hypothesised conceptual framework suggests that short-term insurance companies that 
adopt enterprise risk management in their strategy are less likely to be threaten by the risks as 
listed on the framework. The hypothesised framework further suggests that there is a negative 
relationship between the independent variables and the dependent variables, which then 
emphasises the importance of adoption of enterprise risk management as mitigation to these 
risks. The variables being investigated seeks to verify the model depicted in the above 
conceptual framework.  
 
The secondary research sources provided literature which showed some adoption of enterprise 
risk management by companies, however it was unable to align benefits and shortfalls to this 
adoption, as well as provide statistics in terms of which South African short-term insurance 
companies currently have enterprise risk management adopted into their strategy. 
2.4. OPERATIONAL RISKS 
 
Operational risk has been defined by many authors slightly different from one another, however 
all definitions have their focus on four key words, and that is processes, people, systems and 
external events. An operational risks definition, which is widely accepted is taken from the Basel 
Committee on Banking; it’s defined as the risk of losses resulting from failure of and inadequate 
internal processes, people, systems and external events (Rahardjo, 2014. p. 1). According to 
Guy Carpenter & Company LLC (2007) the term operational risk was first used in the mid-1990s 
and it was only prominent in the banking industry, but is now considered to have contributed 
hugely to the existence and evolution of the Chief Risk Officers role which has now utilised 
across different industries including the short-term insurance industry. 
 
According to Pakhchanyan (2016), by its nature, operational risk is not subjected to a particular 
industry, therefore short-term insurance organisations are not immune to operational risks 
exposures. According to the Financial Services Board (2014, p. 9), “an insurer must establish 
and maintain an effective risk management system, comprising the totality of strategies, policies 
and procedures for identifying, assessing, monitoring, managing, and reporting of all reasonably 
foreseeable current and emerging material risks to which the insurer may be exposed”. This risk 
management system is expected to work in support of the organisation’s strategy as set out at 
board level, and it should become a key enabler for the organisation to meet its responsibilities, 
with success and survival of the organisation. It should assist in creation of a safe and sound 
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insurance operation and guarantee a protection to all policyholders (Financial Services Board, 
2014). According to Ernst & Young (2016) operational risk is viewed as the most dangerous 
type of risk for a company’s survival and it potentially exists in all organisation activities across 
all industries.   
 
The Financial Services Board (2014) requires that the board together with the executive 
management of a short-term insurance organisation is advised to set out an operational risk 
management policy which is aimed at the identification, assessment, monitoring, management 
and reporting of relevant operational risk exposures facing the organisation. Such a policy 
should enable the organisation to mitigate and eliminate all risks associated with inadequate or 
failed internal processes, people, and systems and from external events (Financial Services 
Board, 2014).  
 
In unpacking and understanding operational risks it is important to look at its components. 
Operational risks for an organisation can occur due to: 
 
2.4.1. People Risks 
 
Every organisation has people as their most valuable resource in their operations, however at 
the same time there is a certain risk that is brought about to the organisation by this resource. 
According to Deloitte (2012), people are at the core of each major risk in an organisation, in 
most instances as part of a problem, instead of being part of a solution in their operations. RSA 
Archer (2014) is of the view that the phrase ‘human error’ is a confirmation that people generally 
do commit errors whether intentionally or unintentionally, and these errors can be in their 
personal capacity or in business.  
 
According to RSA Archer (2014), roles of responsibility and accountability in any organisation’s 
operations require people with the sufficient relevant experience in managing daily operations; 
this ensures that operational processes are clearly defined and understood along the entire 
chain of risk management by every member of staff, this would extend to people from the 
frontline employees to supervision and management functions.  
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The enterprise risk management approach to risk management emphasises the importance of 
the role that an organisation’s board of directors and executive management has in promoting 
the design and implementation of a risk management process that seeks to identify, assess, 
manage, and monitor risks affecting the enterprise wide; particularly operational risks caused by 
the people element in an organisation (Tavakoli, Talib & Soltan, 2016, p.15).  
 
2.4.2. Process Risks 
 
According to RSA Archer (2014), process risk can arise from misalignment of internal controls 
with the business processes. According to the Financial Services Board (2014), each insurance 
organisation is required to ensure that there are documented procedures which clearly define 
the decision-making processes within the organisation, guided by a risk management 
framework, and that they need to bring about appropriate processes, procedures and tools to 
manage processes risks.  
 
Due to the nature of business firms today, and business becoming more complex in today’s 
environment, this means the likelihood of business facing an extensive amount of risks has 
increased extensively and therefore holistic risk management has become a central function of 
a business process (Musyoki & Komo, 2017). A short-term insurance company is exposed to a 
lot of process risks, amongst the most severe are underwriting processes risks, claims handling 
processes risks and sales processes risks. According to the Financial Services Board (2014), 
these risks can be managed by identifying and implementing policies such as an underwriting 
risk management policy; which should address which classes of business are to be underwritten 
and which ones are excluded; the establishment of a formal risk assessment criteria before 
deciding on any risk to be insured; and the identification of the adequacy of claims management 
procedures.   
 
2.4.3. Systems Risks 
 
Systems risks for an organisation includes amongst others, failures of systems during the 
development and implementation process stages, and failures of the system itself (Blunden and 
Thirlwell, 2013, p. 9).   
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According to RSA Archer (2014), technology is only as good as the people who manage it and 
the systems that support it. The age of the systems and implementation are some of the factors 
that are likely to increase systems risk in an organisation. Systems risks are generally brought 
about by an organisation’s outdated technology portfolio or bad implementation of technological 
systems (RSA Archer, 2014). 
 
2.4.4. External Events Risks 
 
External risks generally occur due to third party actions and also due to natural forces that 
create losses for an organisation. Occurrences such as external crime, outsourcing and 
insourcing risks, regulatory, political or utilities failures cause external risks (Blunden and 
Thirlwell, 2013, p. 9).  
 
According to the Financial Services Board (2014), an insurance company is required to develop 
and regularly review an adequate written overall risk management policy that looks at current 
and emerging material risks, including external events that poses a risk to the organisation.  
 
2.5. FINANCIAL RISKS 
 
2.5.1. Liquidity Risks 
 
Ashcroft and Wilson (2013) defines liquidity as the ability to convert an asset to cash quickly. 
They define liquidity risk as the risk that a firm, although solvent, either does not have available 
sufficient financial resources to enable it to meet its obligations as they fall due, or in some 
instances when a firm can secure cash resources only at excessive cost. In the short-term 
insurance industry, a sudden demand for cash to be paid out by the company can cause 
liquidity risk to arise, this is most likely to happen in instances where large losses or claims 
occur at a rate higher than the usual expected and reserved for (Ashcroft & Wilson, 2013).  
 
The Financial Services Board (2014) requires that an insurance company needs to put in place 
a liquidity risk management policy, this policy must set out the approach to the following; 
identification, assessment, monitoring, management and reporting of short-term and long-term 
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liquidity risk in order to meet the insurer's obligations as they fall due. This will help an insurer to 
avoid finding themselves exposed to this form of risk (Financial Services Board, 2014). 
 
Even though many have always believed that liquidity risks had no impact in the insurance 
industry and that it was more associated with the banking industry it has been proven that this 
not the case, and that historically liquidity has been a source of a lot of insolvencies (Newton, 
Sanders, and Wells, 2009, p. 2). 
  
Ernst & Young (2016. p. 3.) says “historically, insurers have regarded liquidity risk as a benign 
risk.” They are of the view that, it often takes liabilities longer to mature than it takes assets; life 
insurers receive upfront periodic payments; general insurers receive premiums before claims 
are paid and, in general, assets are relatively liquid. Ernst & Young (2016) further asserted that 
regulators, such as the Financial Services Board and the office of the Treasury have displayed 
a serious discomfort with how these liquidity risks are being managed, not only in the insurance 
industry but across the financial services sector at large. According to (Ernst & Young, 2016) 
the biggest causes for concerns were behaviours where insurance companies would decide in 
certain cycles to sell their assets during downturn and look for yield in an upturn; their concern 
is that this caused increased liquidity exposures. 
 
The Financial Services Board (2014) requires that every insurance organisation must formulate 
and maintain an ongoing and effective risk management system, which must comprise of a 
totality of strategies, policies and procedures to assist in identifying, assessing, monitoring, 
managing, and reporting of all reasonably foreseeable current and emerging material risks 
which the insurance organisation may be exposed to. Liquidity risks is one of the risks facing 
insurance organisations that are to be addressed in this risk management system (Financial 
Services Board, 2014).  
 
According to Ernst & Young (2016), a closer interaction between the treasury and risk is 
required to confirm and ensure that there is consistency in the severity of stress testing of 
insurance companies. The common practise in stress testing is where insurance companies opt 
to monitor liquidity at both group level and legal entity level; another one is where insurance 
companies only monitor at legal entity level. A liquidity risk management framework or policy 
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without any of the two approaches would fall short of good practice and averting any risk 
exposures (Ernst & Young, 2016).  
 
According to the Česko Slovenská Obchodní Banka (CSOB), (2014), when an insurance 
organisation is solvent, it means that its own resources achieve the amount of the capital 
required, it means the insurance organisation is able to cover all the losses that equals the 
amount of this capital requirement without threatening its stability. In instances where the 
amount of own resources drops below the value of the capital required, the insurance 
organisation is in danger of insolvency, and that could threaten the success and survival of such 
organisation, the insurance organisation can could even loose its insurance license (CSOB, 
2014). 
 
2.5.2. Credit Risks 
 
Ernst & Young (2017, p. 3) defines credit risk as “the risk of loss caused by the inability or 
limited willingness of a borrower (obligor), issuer or counterparty to meet its financial 
obligations”. Credit risk is without a doubt a topic of paramount importance in the short-term 
insurance industry, it plays a very central in the safeguarding of investment portfolios made 
within the industry. Insurance organisations at all times have to have enough money to cover 
their risk commitments whenever they are called to, at the same time they need to invest a 
portion of the premium which they collect from the insurance risks they take on in order to get 
higher returns. Insurance organisations in their practice accept premiums and maintain capital 
reserves to cover the potential cost of future claims, therefore credit risk speaks to the very 
heart of the insurance business (Ernst & Young, 2017). 
 
For insurance companies, the main causes and sources of credit risk may include the following; 
investment portfolio risk, counterparty risk, reinsurance counterparty risk and country risk (also 
known as transfer risk). Property and casualty insurers, make their money on underwriting loss 
ratios; meaning losses or claims have to be contained at a certain percentage in order to 
achieve profits, but they still have a large asset base which they invest in order to get a greater 
return (Ernst & Young, 2017).  
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Ernst & Young (2017) is of the view that there are a lot of valuable lessons insurance 
companies should learn from the banking industry especially from the experience of the banking 
sector with credit risk management. Both the insurance and the banking sectors see the 
regulators as a threat and a restriction to their operations, however most banking sector 
executives have learned to utilise the regulatory and supervisory guidance as a source for good 
business practices in their industry, the same mind shift is necessary in the insurance industry, 
more specifically the short-term insurance industry in order to ensure success and survival of 
the players in this industry (Ernst & Young, 2017).  
 
Even though the majority of insurance companies may not be taking on enough risks in their 
investments, credit risk is usually the second-largest risk they face in their operations their 
largest risk comes from risks of catastrophes that have the ability to cause claims to spike to 
even larger numbers (Ernst & Young. 2017). Ernst & Young (2017) believes that if insurance 
organisations can better understand their credit risk exposures, it will enable insurance 
organisations of all different types to be able to manage and diversify risks more effectively with 
a significant potential upside for their bottom line. According to Ernst & Young (2017) better 
credit risk management can ensure that mutual companies return money to policyholders, while 
it also ensures that public companies improve their return on equity. With all the above noted, it 
is important to understand that credit risk management needs to be focused on implementing 
and maintaining the right guards and risk mitigation measures so that the business can take 
appropriate risks in pursuit of better risk-adjusted returns. This in turn will ensure that the 
industry has successful insurance organisations that are well equipped to survive even the most 
difficult economic times (Ernst & Young, 2017).   
2.6. MARKET RISKS 
 
According to the National Association of Pension Funds Limited (2013. p. 6) “market risk refers 
to the sensitivity of an asset or portfolio to overall market price movements such as interest 
rates, inflation, equities, currency and property”. It is further asserted that market risk cannot be 
completely eliminated by diversification, hedging can however ensure that it is reduced, through 
the use of interest and inflation rate swaps (National Association of Pension Funds Limited, 
2013, p. 6).  
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According to the CSOB (2016) market risk is defined as the potential negative deviation from 
the expected value of a financial instrument (or portfolio thereof) caused by changes in the level 
or in the volatility of market prices. Market risk can also be defined as the risk of change in the 
fair value of a financial instrument caused by changes in the foreign exchange rates, interest 
rates and equity prices (Lion of Africa, 2016). 
 
The Financial Services Board (2014. p. 13) requires and insurance company’s investment policy 
needs to ensure that a proper diversification of assets in a manner that avoids excessive over-
reliance on any particular asset, issuer or group of companies, or geographical area. and 
excessive concentration of risk in the portfolio as a whole; this is necessary to ensure volatility 
to market risks is reduced at all times.  
2.7. REPUTATIONAL RISKS 
 
According to the Ernst & Young (2015), reputation remains for a long time being thought of as 
the cornerstone of a brand. A short-term insurance organisation’s success and survival also 
relies heavily on how it is perceived, not only by their clients but also the public at large. An 
example would be an insurance company that has a reputation to not honour and pay their 
claims might struggle to grow as there would be no new client who wants to be associated with 
them. While an insurance organisation that has a good reputation of great service and claims 
payment will stand a greater chance of succeeding and surviving in their business (Ernst & 
Young, 2015). 
 
Reputation has also been described as an intangible, essential, and expensive asset (Ernst & 
Young, 2015, p. 3). It is further believed that reputational risk is likely to arise from any of the 
following behaviours by an insurance organisation; scandals and disasters, sales practise and 
conduct, new products and markets, compliance and regulatory failures, weak internal 
communication and coordination, and lastly the clients. Ernst & Young (2015) argued that there 
is a greater value to be found in complaints, it is argued that the most clients who complain are 
those loyal to your brand or your product offering. As part of effective reputational risk 
management, it is therefore imperative that a formal complaints resolution framework be 
established in order to preserve and restore an insurance organisation’s reputation. To a large 
extent it can be argued that reputation is all about public perception, which any organisation 
may not be able to completely control, however it can still be managed, a lot can be done to 
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influence and mitigate it. It is further believed that for insurance companies to reap the full 
benefits brought about by good reputation, they need to actively and effectively build it, manage 
it, and be able to achieve resiliency even in the times of the most challenging events (Ernst & 
Young, 2015). 
 
A study by KPMG (2013) asserted that the short-term insurance industry generally has failed 
and become complacent when it comes to managing their image and reputation in the market, 
this has caused a lot of mistrust around the insurance concept from the entire market. 
2.8. THE RELATIONSHIP BETWEEN THE USE OF ENTERPRISE RISK MANAGEMENT 
AND THE SUCCESS AND SURVIVAL OF THE COMPANIES IN THE SHORT-TERM 
INSURANCE INDUSTRY 
 
Adoption and implementation of enterprise risk management has a vital role to play in ensuring 
the survival of organisations in the short-term insurance industry. Trust-Re Perspectives (2015) 
asserted that enterprise risk management, as opposed to the traditional silo-driven risk 
management approach, ultimately brings with it a distinct competitive advantage to insurance 
companies practising it. Is was further asserted that a company that knows how to manage and 
measure its risks consistently, can choose the risks with the highest risk-adjusted returns, 
therefore, that makes enterprise risk management a prerequisite to the success and survival of 
an insurance organisation and return optimisation (Trust-Re Perspectives, 2015).  
 
The 2008/2009 economic downturn has provided many lessons for many industries, particularly 
the insurance industry. The biggest impact in the short-term industry is probably the one 
experienced by The American Insurance Group (AIG) that lead them to a bailout by the United 
States government. According to Derrocks (2013), a number of corporate failures and the global 
economic crisis of 2008/2009 have emphasised the importance of an integrated risk 
management and compliance framework, and most importantly, good governance and internal 
controls. A more holistic and integrated risk management approach is what is necessary in 
order to ensure short-term insurance organisations remain protected against any form of risk 
that may threaten the business (Derrocks, 2013).  
 
The short-term insurance industry is a business of managing risks, therefore there is a trade-off 
between risk and return. Risks are an inevitable component of the business, with that therefore 
 
 
 
 
27 
 
it becomes very crucial that advanced and sophisticated means of managing risks are 
employed at all times, enterprise risk management provides the necessary framework for this. 
The South African Registrar for short-term insurance requires that a short-term insurance 
organisation’s board must assemble a risk committee that comprises of at least three members 
that include executive and non-executive directors. Amongst some of the duties that this 
committee is expected to perform they are required to assist the short-term insurance 
organisation board in evaluating adequacy and effectiveness of the risk management system of 
the organisation (Financial Services Board, 2014).  
 
The Financial Services Board (2014) further advises that the risk committee is required to co-
ordinate the monitoring of risk management on an enterprise-wide and individual business unit 
basis. The Financial Services Board emphasises the necessity of an enterprise-wide approach 
to managing a short-term insurance organisation’s risks. This has been built into the compliance 
requirements of both long-term and short-term insurance companies by the Financial Services 
Board. An insurance organisation that deviates from the rules and requirements as set out by 
the registrar may face non-compliance penalties, which could lead to that insurance 
organisation’s operations being suspended, meaning they can no longer operate until they are 
cleared of their non-compliance (Financial Services Board, 2014). 
 
Short-term insurance organisations like many other industries are subjected to annual credit 
ratings by rating agencies. Rating agencies have also built enterprise risk management into 
their rating score framework as one of the required pillars. Global credit rating agency Standard 
& Poor have incorporated enterprise risk management into their rating reviews, it focuses on 
five sub-factors; strategic risk management, risk controls, emerging risks management, risk 
models and risk management culture  
 
A short-term insurance organisation’s positive rating score is its only tool to demonstrate to their 
customers that it is stable, well-capitalised and capable of paying their insurance claims should 
they occur. The opposite of that is that an insurance organisation’s negative outlook rating will 
cause concern for its customers and also deter potential customers from signing up due to the 
uncertainty presented by the negative outlook reflected on the credit rating score; and that has a 
huge negative impact on survival of such an organisation. A negative credit outlook will further 
also cause concerns from the registrar, the Financial Services Board may decide to put a “rating 
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watch” on such an organisation and that will come with restrictions on all the organisation’s 
operations and basically make it impossible for such an organisation to continue operating 
(Standard & Poor, 2016). 
 
According to AM Best Company (2013), it’s argued that when done right, risk management 
creates an operating environment that supports both strong financial controls and risk 
mitigation, as well as prudent risk taking to seize market opportunities. In a short-term insurance 
organisation, a well-managed risk appetite coupled with an enterprise risk management 
framework and controls increases the chances of success and survival for such an organisation. 
Short-term insurance organisations are able to broaden their scope and increase their offerings, 
thereby increases their success and survival chances, once they establish the importance of 
managing their risks enterprise-wide (AM Best Company, 2013).  
 
According to (Abass, Akpan & Obalola, 2014, p. 152.) insurance organisations that adopt 
enterprise risk management are able to identify all potential risks that may affect the 
organisation and are able to identify the risk appetite of the organisation, when the 
organisation’s risk appetite is known it ensures that there will not be deviation from the set rules.  
 
Abass et al. (2014) is of the view that organisational performance is fostered by the quality of 
allocation to tangible and intangible assets, these include enterprise risk management. 
Enterprise risk management plays a vital role in ensuring the achievement of corporate 
objectives, whether financial or non-financial by providing a framework to mitigate risks that can 
be detrimental to the short-term insurance organisation’s survival and sustainability long term 
(Abass et al., 2014).  
 
 Acharyya (2007) asserted that enterprise risk management for short-term insurance 
organisations was pioneered by the rating agencies such as Standard & Poor, Fitch etc. with 
their aim being to ensure the risk assessment quality of the insurance organisation focuses 
amongst other things to industry risk, business position, management and corporate strategy, 
operating performance, capital adequacy, investments, liquidity, financial, flexibility and 
enterprise risk management implementation. (Farrell and Gallagher, 2015) asserts that firms 
who adopted enterprise risk management possess a strategic, systematic and offensive manner 
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of managing risks; this further helps them realise opportunities with upside potential as well as 
threats with a downside protection and mitigation. 
 
As the literature asserts, an integrated and holistic approach to risk management provided by 
implementation of enterprise risk management brings with protection and stability to a short-
term insurance organisation.  
2.9. SUCCESS AND SURVIVAL OF INSURANCE COMPANIES 
 
According to Pfukwa (2015), experienced and established insurance companies uses a concept 
called ‘underwriting cycles’ as a survival tool. It is asserted that in an upward underwriting cycle 
the experienced and established insurance companies usually increase their premiums higher 
than average market premiums, this phenomenon then invites new insurance companies to 
enter the market at lower premiums, however this then further triggers a survival response from 
the established insurance companies where they decide to lower their premiums even further, 
with the intention to ‘choke’ and push out the competition. Established insurance companies use 
their reserves, reputation and experience to win this pricing game that helps them reduce new 
entrants’ dominance (Pfukwa, 2015).  
 
According to KPMG (2013), industry growth in the South African short-term insurance industry 
is under severe pressure, insurance companies are seeking ways in which they can survive and 
remain relevant players in the market. In a study by (Pfukwa, 2015) it is asserted that an 
analysis of an insurance company’s net underwriting profits over a certain number of 
underwriting years can be used as a tool to analyse survival of a short-term insurance 
organisation.  
2.10. FINDINGS AND RECOMMENDATIONS FROM THE LITERATURE 
 
A study by Acharyya et al. (2013) confirms that insurance organisations adopting and 
implementing enterprise risk management were able to realise a reduction in their risks by 
better managing risks and becoming more resilient to extreme movements in risk factors.  
Many rating agencies have now incorporated enterprise risk management into their rating 
scorecard for short-term insurance companies, Standard & Poor is one of the agencies that 
have been driving the adoption of enterprise risk management into this industry (SCOR, 2011, 
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p. 11). Standard & Poor’s view on enterprise risk management in the short-term insurance 
industry is that managing of risks should be second nature to an insurance company, especially 
since managing risks is the business of a short-term insurance company (SCOR, 2011).  
 
According to SCOR (2011), the phrase ‘enterprise’ brings more than just an additional ‘E’ to the 
management of risks, enterprise means an organisation does the exact same practises of 
managing risks, however the difference now is that it is done in an integrated and holistic 
manner. Enterprise Risk Management brings a competitive advantage to a short-term insurance 
organisation, compared to the traditional silo-driven risk management philosophy. It is argued 
that a company that knows how to manage and measure its risks consistently and effectively 
has the ability to choose the risks that bring better risk-adjusted return, which puts such a 
company in a better position when compared to other companies in the market (SCOR, 2011).  
The aim of enterprise risk management is to ensure that the performance of risk management 
activities aligns with the performance of the entire organisation, enterprise risk management’s 
aim is to support the short-term insurance organisation’s corporate objectives (Acharyya, 2008, 
p. 3).  
 
In a study by COSO (2016), it is strongly emphasized that aligning risk with strategy and 
performance includes a framework for boards and management in organisations of all sizes, in 
so doing, it demonstrates the importance of integrating enterprise risk management into an 
organisation and how it helps to accelerate growth and enhance performance through the 
provision of a more closer linking of strategy and objectives to both risk and opportunity. For 
short-term insurance organisations where taking on risks is their daily business and as a way to 
ensure all growth opportunities are explored to a very large extent, these risks cannot entirely 
be avoided or eliminated, which therefore requires that they be managed proactively on a more 
integrated and holistic approach compared to the traditional silo-based philosophy (COSO, 
2016). 
 
According to Hoyt and Liebenberg (2011), the need and demand for enterprise risk 
management as a holistic and enterprise-wide risk management framework is because of 
several changing internal and external factors in the corporate environment, which involve a 
broader risk scope, a higher risk complexity, and increasing interactions and dependencies 
between risk sources. The constantly changing business environment and regulatory landscape 
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requires a more sophisticated approach to managing today’s risks. Rating agency Standard & 
Poor integrates their enterprise risk management assessment into their overall ratings using 
four levels of quality classification; excellent, strong, adequate and weak (SCOR, 2009, p. 15); 
this further highlights the emphasis put on the implementation of enterprise risk management by 
the rating agencies in order to protect the organisations and the industry at large in tough times 
(SCOR, 2009). 
 
Both risk and capital management serve one purpose in short-term insurance organisation, that 
is to ensure policyholders and capital providers are protected from risks that may arise. 
According to the IAIS Guidance Paper (2010, p. 5), “A fundamental aspect of enterprise risk 
management is a primary focus on the actions that an insurer takes to manage its risks on an 
ongoing basis, and specific aspects of those risks, so as to ensure that they are the risks it 
intends to retain both individually and in aggregate and that the insurer stays within its risk 
tolerance”. Enterprise risk management ensures that within a short-term insurance organisation 
risk standards, policies and limits are rigorously enforced across the whole enterprise. 
Amongst some of the benefits of enterprise risk management is the fact that enterprise risk 
management is fully developed to provide satisfactory methods for measuring and managing 
risks, unlike the traditional risk management which only facilitated the identification of risks (IAIS 
Guidance Paper, 2010, p. 5). 
 
COSO’s definition of enterprise risk management includes four important risk categories 
namely; strategic, operations, reporting and compliance (SCOR, 2009, p. 4); this emphasises 
the importance of an integrated approach to risk management that run across the enterprise. A 
short-term insurance organisation’s strength comes from its ability to underwrite risks they take 
on and its accurate utilisation of reinsurance facilities, its ability to make good investments (from 
premiums collected) that brings returns greater than its costs of capital and how its claims 
reserving is done. These decisions require an integrated view of the entire insurance 
organisation in order to be made effectively. Enterprise Risk Management is critical for an 
organisation in that it brings with a more coordinated management and loss avoidance measure 
that can boost profits by reducing avoidable losses. (Pagach and Warr, 2010, p. 8). 
It becomes difficult for a short-term insurance organisation to manage its risks without adopting 
the holistic and integrated approach brought by enterprise risk management, this is due to the 
complexity, volatility and unpredictability of the current economic environment, and that makes it 
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difficult for any organisation to manage risks without having a holistic view of the organisation 
(Simona-lulia, 2014, p. 277). Simona-lulia (2014) further argues that, the traditional fragmented 
risk management approach does not align with the company’s risk management requirements, 
therefore enterprise risk management creates value by proactively identifying and addressing 
risks.  
 
According to the Research Journal of Finance and Accounting (2014), business risks threaten 
an organisation’s ability to execute its business processes and create value for shareholders 
and clients; an insurance organisation that does not adopt the integrated and holistic approach 
brought by enterprise risk management into their strategy is unable to boost its performance 
and increase its market reputation. The Research Journal of Finance and Accounting (2014) 
further argues that the drivers for insurance organisations failure include; under-reserving, 
under-pricing, unsupervised delegation of underwriting authority, rapid expansion into unfamiliar 
markets, misuse of reinsurance and mismanagement, this therefore clearly highlights the 
problems should an organisation not adopt an enterprise-wide approach to their risk 
management. It is further argued that insurance organisations should manage their risks 
holistically, by adopting enterprise risk management mechanisms instead of the traditional, 
fragmented and silo-driven approached that has always been practised.  
 
A study conducted by (Acharyya et al., 2013) asserted that enterprise risk management indeed 
has a significant impact on insurance companies that effectively adopted it. In concluding the 
study (Acharyya et al., 2013) further asserted with a conclusion that, the adoption of enterprise 
risk management by insurance companies has brought with the ability for such companies to 
reduce risk and add value to both shareholders and policyholders. The study also concluded 
that an effective enterprise risk management policy and framework does help stabilise the long-
term bottom line of an insurance organisation’s operations, and it assimilates a level of 
resilience that determines the capability of a policy and framework, capable of handling all kinds 
of risks that might be a threat to the organisation (Acharyya et al., 2013).   
 
Adoption and implementation of enterprise risk management amongst other things reduces 
volatility for the insurance organisation. According to (Acharyya et al., 2013), higher volatility 
range and standard deviation was demonstrated for those organisations that failed to adopt and 
embed enterprise risk management into their everyday business operations, it was further 
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established that enterprise risk management reduces the sensitivity of the organisation’s cash 
flows to risk factors. Cash flow sensitivity to risk factors would therefore remain very high for 
short-term insurance organisations who do not implement enterprise risk (Acharyya et al., 
2013). 
 
Another concept investigated and determined was the benefits of enterprise risk management 
for the short-term insurance industry. The literature reviewed asserts that indeed enterprise risk 
management enables the short-term insurance organisation to compete aggressively in its 
market, while it ensures that it is safely guarded against risks of over-exposure. Acharyya et al., 
(2013) asserted that amongst other benefits of enterprise risk management for insurance 
organisations adopting and implementing enterprise risk management, can be seen those 
organisations that have been reducing risk by better managing their risks were more resilient to 
extreme movements in risk factors. This emphasises the relationship between enterprise risk 
management adoption and organisation’s resilience to extreme risk factors (Acharyya et al., 
2013). 
 
The research also investigated and determined the possible problems that might arise if 
enterprise risk management is not adopted in the short-term insurance industry. As emphasised 
by Parach and Warr (2010), enterprise risk management is a critical component for an 
insurance organisation in that it brings with a more coordinated management of risks and loss 
avoidance measures that can boost profits by reducing avoidable losses. A short-term 
insurance organisation that does not adopt enterprise risk management faces problems of 
having a silo-focused and fragmented approach that could lead to loss avoidance measures not 
being implemented effectively causing a negative effect on the organisation’s overall profitability 
(Parach & Warr, 2010).  
 
Simona-lulia (2014) asserts that the silo-focused, fragmented risk management approach does 
not align with the company’s risk management requirements, whereas enterprise risk 
management creates value by proactively identifying and addressing risks that might threaten 
the organisation.  
 
Research Journal of Finance and Accounting (2014) asserted that the drivers for insurance 
organisations failure include; under-reserving, under-pricing, unsupervised delegation of 
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underwriting authority, rapid expansion into unfamiliar markets, misuse of reinsurance and 
mismanagement; these are issues that could effectively be addressed by the organisation 
adopting an enterprise-wide approach to their management of risk.  
 
And in a study conducted by (Acharyya et al., 2013) it was demonstrated that enterprise risk 
management indeed has a significant impact on insurance companies that effectively adopted 
it. It is clear from the literature above that an insurance organisation that does not adopt 
enterprise risk management is likely to be faced with challenges such inaccuracy of reserving, 
over-exposure from risks the company takes on, lack of risk management policies and lack of 
integrated risk management framework (Acharyya et al., 2013). 
2.11. CONCLUSION 
 
The literature review demonstrates that all short-term insurance organisations are faced with 
operational risks in the day-to-day operations, and it further highlights that if these operational 
risks are not managed in a holistic and integrated manner they can pose a threat to the 
organisation’s long-term sustainability and survival. As set out by the short-term insurance 
Registrar, it is a requirement that an insurance organisation must establish and maintain an 
effective risk management system, comprising the totality of strategies, policies and procedures 
for identifying, assessing, monitoring, managing, and reporting of all reasonably foreseeable 
current and emerging material risks to which the insurer may be exposed.  
 
The literature asserts that an establishment and implementation of an enterprise risk 
management framework is key and critical to the survival of a short-term insurance 
organisation. As the Ernst & Young (2016) study asserted, operational risk is viewed as the 
most dangerous type of risk for a company’s survival and it potentially exists on all 
organisation’s activities across industries, including the short-term insurance industry.  
 
According to the literature reviewed it is clear that short-term insurance organisations are 
vulnerable to liquidity risks and that that pose a detrimental impact on the survival of such 
organisations. As asserted by the CSOB (2016), a solvent insurance organisation can utilise its 
own resources to respond to all its capital requirements, it further means the insurance 
organisation is able to cover all the losses that equals the amount of this capital requirement 
without it threatening its stability.  
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The literature reviewed also proved that credit risks have a significant impact on the success of 
an insurance organisation, credit risks threaten the organisation’s return on equity. To ensure 
the long-term survival and sustainability of an insurance organisation it is critical that executive 
and senior management prioritise a holistic and integrated approach to managing risks facing 
the organisation, and that can be achieved through an implementation of enterprise risk 
management. The researcher also investigated literature on market risks and their impact on 
the survival of an insurance organisation. Short-term insurance organisations are also exposed 
to movements in the level of financial variables such as share prices, interest rates, exchange 
rates or commodity prices and includes the exposure of options to movements in the prices of 
the underlying assets (Ernst & Young, 2016). 
 
Reputational risk is one of the risks reviewed; the literature has defined reputational risk as an 
intangible, essential and expensive asset of a short-term insurance organisation. This type of 
risk poses a potential threat to the survival of a short-term insurance organisation, more 
importantly because of the intangible nature of insurance products that rely on creating and 
maintaining a good reputation in order to succeed (Ernst & Young, 2016). KPMG (2013) 
asserted that the short-term insurance industry generally has become complacent when it 
comes to managing their image and reputation in the market. 
 
According to SCOR (2011), Standard & Poor’s view on enterprise risk management in the short-
term insurance industry is that, more emphasis on management of risks should be second 
nature to every insurance organisation, especially since managing risks is the business of a 
short-term insurance organisation. Acharyya (2008) asserted that the aim of enterprise risk 
management is to ensure that the performance of risk management activities align with the 
performance of the entire organisation. According to Hoyt and Liebenberg (2011), broader risk 
scope, a higher risk complexity, and increasing interactions and dependencies between risk 
sources is what puts more emphases on the need for adoption of enterprise risk management. 
It is clear from the above literature that enterprise risk management brings valuable advantages 
to a short-term insurance organisation. Literature from IAIS Guidance Paper (2010) asserts that 
enterprise risk management is necessary to ensure that within a short-term insurance 
organisation risk standards, policies and limits are rigorously enforced across the whole 
enterprise to mitigate the different types of risks that might threaten the organisation. 
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The last key concept investigated and determined the relationship between the use of 
enterprise risk management and the survival of the companies in the short-term insurance 
industry. As asserted in the literature above enterprise risk management plays a key and critical 
role in the survival of short-term insurance organisations. Trust-Re Perspectives (2015) 
asserted that, enterprise risk management, as opposed to the traditional silo-driven risk 
management approach, ultimately brings with a distinct competitive advantage to insurance 
organisations practising it. The literature further re-iterated that organisations that knows how to 
manage and measure their risks consistently, can appropriately choose the risks with the 
highest risk-adjusted returns. This is mostly possible in an organisation that has implemented 
an enterprise-wide approach to managing risks (Trust-Re Perspectives, 2015).  
 
The Financial Services Board (2014) requires that a short-term insurance organisation’s board 
must assembly a risk committee that comprises of at least three members that include 
executive and non-executive directors. Amongst some of the duties that this committee is 
expected to perform they are required to assist the short-term insurance organisation board in 
evaluating adequacy and effectiveness of the risk management system of the organisation 
(Financial Services Board, 2014).  
 
(Abass et al., 2014, p. 152) asserts that short-term insurance organisations that adopt 
enterprise risk management are able to identify all potential risks that may affect the 
organisation and are able to identify the risk appetite of the organisation; when the 
organisation’s risk appetite is known it ensures that there will not be deviation from the set rules.  
 
And lastly Acharyya (2008) asserted that enterprise risk management for short-term insurance 
organisations was pioneered by the rating agencies such as Standard & Poor, Fitch and the 
likes. Enterprise risk management has become one of the rating pillars for the rating agencies. 
 
The literature as demonstrated above has emphasised the importance of a co-ordinated, 
integrated and holistic approach to managing risks as brought about by enterprise risk 
management; it has also emphasised its importance to the short-term insurance industry as a 
whole (Acharyya, 2008). 
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Based on the literature review that was conducted on the risks affecting the short-term 
insurance industry in South Africa, their relationship to the survival of organisations in the South 
African short-term insurance industry. The importance of an integrated, holistic and enterprise-
wide approach to the management of risks is now more important than ever. Operational risks, 
liquidity risks, credit risks, market risks and reputational risks are amongst the most critical risks 
any short-term insurance organisation has to manage effectively to ensure their operational 
effectiveness in the long term.  
 
Literature has proven that a short-term insurance organisation’s success and survival depends 
mostly on its ability to pay claims at the time of a loss, liquidity risk has huge impact on this; 
similarly, its reputation in the market plays a huge role in the number of customers the short-
term insurance organisation can be able to influence to buy their products. While credit and 
market risk have an impact on the return the short-term insurance organisation gets from their 
investment of premiums received from clients. The most critical risk that can possibly kill any 
organisation is the operational risk, literature has proven that short-term insurance organisations 
who do not manage this risk will soon close their operations as this becomes the ‘crux’ of what 
an insurance product offers.  
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CHAPTER 3: METHODOLOGY OF THE STUDY 
3.1. INTRODUCTION 
 
In the previous chapter the theoretical overview of the relationship between the risks facing the 
short-term insurance industry and the survival of companies in the short-term insurance industry 
was reviewed. The chapter further aims to determine the relationship between the use of 
enterprise risk management and the survival of the companies in the short-term insurance 
industry.   This chapter will justify the research design and the research methodology used and 
also provide justification of the particular research techniques were chosen for this study. 
3.2. THE THEORETICAL FRAMEWORK 
 
FIGURE 3.1. A CONCEPTUAL FRAMEWORK OF THE RELATIONSHIP BETWEEN ENTERPRISE RISK 
MANAGEMENT AND THE SUCCESS AND SURVIVAL OF SHORT TERM INSURANCE COMPANIES: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Author’s own conception (2017)  
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The above conceptual framework seeks to uncover the risks that threaten the short-term 
insurance companies in South Africa. It further seeks to understand the shortfalls of not 
adopting enterprise risk management, as well as benefits of adopting enterprise risk 
management for short-term insurance companies in South Africa. And lastly, it seeks to 
understand the relationship between the use of enterprise risk management and the success 
and survival of short-term insurance companies in South Africa. 
 
This hypothesised conceptual framework suggests that short-term insurance companies that 
adopt enterprise risk management in their strategy are less likely to be threaten by the risks as 
listed on the framework. The hypothesised framework further suggests that there is a negative 
relationship between the independent variables and the dependent variables, which then 
emphasises the importance of adoption of enterprise risk management as mitigation to these 
risks. The variables being investigated seeks to verify the model depicted in the above 
conceptual framework.  
 
The secondary research sources provided literature which showed some adoption of enterprise 
risk management by companies, however it was unable to align benefits and shortfalls to this 
adoption, as well as provide statistics in terms of which South African short-term insurance 
companies currently have enterprise risk management adopted into their strategy.  
3.3. RESEARCH DESIGN 
 
Research design is the plan and the procedure for the research that span decisions from broad 
assumptions to more detailed methods of data collection and analysis (Cooper and Schindler, 
2006).  
 
Creswell (2014) asserted that researcher not only selects a qualitative, quantitative, or mixed 
methods study to conduct; the researcher also decides on a type of study within these three 
choices; research designs are types of inquiry within qualitative, quantitative, and mixed 
methods approaches that provide specific direction for procedures in a research design. For this 
research, a quantitative method was used.  
 
Collis and Hussey (2014), defines a research paradigm as a choice that one selects pertaining 
to methods of addressing a research question; a paradigm can be explained as a belief or an 
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approach that is taken by a particular individual.  A quantitative study as being independent in 
nature, in that it distances the researcher from the study. Quantitative study is the systematic 
empirical investigation of observable phenomena using statistical, mathematical or 
computational techniques; its objective is to develop and employ mathematical models, theories 
and it hypothesises regarding the phenomena (Collis & Hussey, 2014). Qualitative research on 
the other hand is more subjective in that it allows the researcher to interact with what is being 
researched (Collis & Hussey, 2014). It is primarily exploratory in nature; therefore, it is used to 
gain an understanding of underlying reasons, opinions, and motivations to any problem (Collins 
& Hussey, 2014).  
 
The table below provides a thorough comparison between quantitative and qualitative 
paradigm: 
 
TABLE 3.1: COMPARISON BETWEEN QUANTITATIVE AND QUALITATIVE RESEARCH     
 
Aspect Quantitative Qualitative 
Purpose To test hypothesis and make 
predictions 
To gain a deeper 
understanding of the topic 
and interpret social 
interactions 
Simple size Has a larger sample size Has a smaller sample size 
Strategy of enquiry Experimental designs 
Non-experimental designs 
such as surveys 
Narrative 
Phenomenologies 
Ethnographies 
Grounded theory 
Case study 
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Instrument used Predetermined instrument 
based  
Closed ended questions  
Emerging methods 
Open ended questions 
Interview data: 
Observation data, document 
data and audio-visual data  
Type of analysis Statistical analysis Text and image analysis 
Objectivity/ 
Subjectivity 
Objectivity is critical Subjectivity is expected 
Biases of the 
researcher 
The biases of the researcher 
remain unknown to 
participants 
The biases of the researcher 
may be known to participants 
Generalisability of 
the findings 
It has generalisable findings 
that can be applied to a wider 
population  
It has specified findings that 
are less generalisable 
 
Source : Donley and Grauerholz (2012) 
 
This study seeks to understand the statistical relationship between enterprise risk management, 
the different types of risks that affect the industry and the success and survival of an 
organisation in the short-term insurance industry, through a study that is objective and external 
to the researcher. The researcher therefore, decided to use a quantitative research design 
(follow a positivistic paradigm).   
3.4. RESEARCH METHODS 
 
3.4.1. Population 
 
Hanlot and Larget (2011) describes population as all the individuals or units of interest in a 
study; there is usually not available data for almost all individuals in a population. According to 
Collis and Hussey (2014), population is a body of people or collection of items that are under 
consideration for statistical purposes.  
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The population is the latest list of registered South African insurance companies listed and 
available from the South African Insurance Association website. From the list which comprised 
of short-term insurers, long-term insurers and reinsurers; the researcher only extracted short-
term insurance companies, they amounted to a total of 45 insurance companies. As the 
population amounted to a total of 45 insurance companies, the number was used as a sample. 
Therefore, the population size became the sample size.   
 
3.4.2. Sampling 
 
According to Hanlot and Larget (2011), a sample is defined as a subset of the individuals in a 
population; there is typically data available for individuals in samples.  
In Collis and Hussey (2014) definition, a sample is defined as a subset of a population 
permissible to draw a conclusion about a population. A sample is defined as a subset of a 
population; and a sample must be representative of its target population if it is to produce valid 
and reliable estimate of the population from which it is drawn (Wegner, 2016).  
 
The researcher’s study is aimed at professionals within a specific industry and in a certain level 
of management; therefore, the judgement sampling would be ideal. The questionnaire 
suggested the researcher’s intended respondents from the job roles listed on the questionnaire 
to choose from. In cases where the respondent was neither of the job roles listed, a ‘other’ 
option was used from the questionnaire.  
  
Questionnaires were used to collect the data from industry professionals from a sample of 45 
short-term insurance companies. The questionnaire requested each respondent to indicate their 
role in the company from a list provided on the questionnaire provided on Annexure 2, page 93.  
 
3.4.3. Data Collection 
 
Data collection process in a study can take two forms, it can be primary or secondary data 
method. According to Collins and Hussey (2014), primary data are collected from an original 
source; original sources include experiments, surveys, interviews and focus groups. On the 
other end, Collis and Hussey (2014) asserted that secondary data are collected from an existing 
source; sources such as publications, databases and internal records.  
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With this study, both data collection processes were utilised, the researcher used primary data 
collection method to gather data directly from the South African short-term insurance companies 
using a questionnaire. A secondary data collection method was also followed, this was utilised 
in reviewing literature available on the topic from published books, journal articles, articles and 
internet articles.  
 
3.4.3.1. Research Instrument 
 
Godfred (2016) defines research instrument as a fact-finding strategy, which can include 
interviews, questionnaire, observation and reading. This study utilised a questionnaire as a 
research instrument; questionnaires are most useful in quantitative studies that follows 
positivistic paradigm due to its systematic and organised series of questions. According to 
Godfred (2016), there are two types of questionnaires that can be utilised, a structured a non-
structured questionnaire. A structured questionnaire provides control or guidance to the 
respondents for a particular answer as it allows respondents to select only answers closest to 
their opinion and viewpoint; while on the other end non-structured questionnaire provides open-
ended or non-restrictive types of questions and requires use of respondent’s own words 
(Godfred, 2016). 
 
A structured questionnaire developed by myself (Annexure 2, page 93) was used for this study.  
This questionnaire comprised of the following four (4) sections: section (A) consisting of the 
respondents’ demographic information, section (B) looked at performance of the organisation, 
section (C) looked at identifying risks facing the organisation, and the last section being section 
(D) looked at mitigation actions. On this questionnaire, a five (5) point Likert scale was used for 
section (B) and section (C) ranging from (1) very seldom, (2) seldom, (3) sometimes, (4) often, 
and (5) always. And another five (5) point Likert scale was used for section (D) ranging from (1) 
totally disagree, (2) disagree, (3) neutral, (4) agree, and (5) totally agree. And 51 questions 
were asked measuring the variables listed on chapter two.   
 
3.4.3.2. Pilot Study 
 
For purposes of this research, 5 respondents were utilised to respond to the questionnaire, 
these 5 respondents were also employees within the insurance industry with an understanding 
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of the terminology and language used.  The aim of this pilot evaluation was to ascertain whether 
the study was clear enough for the intended respondents. From the responses it was proven 
that the questionnaire was clear and understandable for the desired respondents.  
  
3.4.3.3. Data Collection Process 
 
A questionnaire was used as a data collection instrument and it was sent to respondents 
electronically via email and some were delivered personally in cases where email addresses 
were not available. All completed questionnaires were left at reception area of each company 
for collection. Out of 45 questionnaires that were distributed, only 24 questionnaires were 
returned back, and they were all available for data analysis and interpretation. This response 
translated to 53% response. These questionnaires were captured into a spreadsheet and 
forwarded to a statistician for data analysis; the results thereof will be presented in chapter four.  
3.5. RELIABILITY AND VALIDITY 
 
The appropriateness of the research design, the research methodology and the measurement 
instrument utilised to collect data, determines the reliability and validity of the research 
(Godfred, 2016). The data collection instrument therefore needs to be tested for reliability and 
validity. 
 
3.5.1. Reliability 
 
STATISTICA software was used to correlate test items for the section of the questionnaire that 
measures independent variables and the dependent variables.  To test reliability, Cronbach’s 
alpha was used.  The results obtained in the Cronbach’s alpha will be discussed in chapter 4.  
 
3.5.2. Validity 
 
According to Cooper and Schindler (2006), validity measures the extent to which a test 
measures what the researcher actually wishes to measure. Zikmund, Babin, Carr and Griffin 
(2013) defines validity as the accuracy of a measure or the extent to which a score truthfully 
represents a concept. The pilot study resulted in no comments on the validity of the questions. 
The questionnaire was also developed based on the theory that was discussed in chapter two. 
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As this theory is generally accepted the questionnaire should have an acceptable level of 
validity. A self-administered questionnaire improves validity, because of its ability to represents 
all aspects of a given concept and is characterised by having high response rate as compared 
to other methods. 
3.6. ETHICAL CONSIDERATIONS 
 
De Vos et al., (2011) defines ethics as a set of moral principles that are acceptable to a wider 
group or community, while ethical guidelines are defined as a standard in which a researcher 
needs to evaluate his/her own conduct.  For this study, the researcher in ensuring ethical 
consideration was given and obeyed NMU’s research policy; each questionnaire given, had a 
covering letter describing the nature of the study and had contact details of the researcher and 
the institution’s head of research.  The respondents were also informed to verify the authenticity 
of the study by contacting the institution’s head of research. The NMU policy was followed 
which ensured; confidentiality, no harm to individuals who participated and ensures that only 
summarised results are made available.  
3.7. SUMMARY 
 
For this study research the risks affecting companies in the short-term insurance industry were 
looked at and the relationship between the use of enterprise risk management and the success 
of the companies in the short-term insurance industry in South African were investigated. A 
quantitative approach which followed a positivistic paradigm was followed and this allowed the 
researcher to understand the statistical relationship between enterprise risk management, the 
different types of risks that affect the industry and the success and survival of an organisation in 
the short-term insurance industry. A pilot study was conducted, which confirmed the feasibility 
of the research and the research instrument to be used for the study. The primary data was 
gathered by means of questionnaires, which were tested for both validity and reliability in order 
to ensure that the findings can be relied on. 
 
The next chapter will look at the analysis and interpretation of the results. 
 
 
 
 
 
 
 
46 
 
CHAPTER 4: DATA ANALYSIS AND INTERPRETATION  
 
4.1. INTRODUCTION 
 
Chapter three (3) of this study provided an overview of the research methodology that was 
adopted by the researcher in conducting this study. The purpose of chapter four (4) is to 
analyse, interpret and present the results from the data that was collected. The study was 
conducted in the short-term insurance industry in South Africa, and data was collected from all 
the short-term insurance companies in the industry.  
4.2. DATA CHARACTERISTICS  
 
4.2.1. Response Rate 
 
The population for this study was all the short-term insurance companies in South Africa as 
listed on the South African Insurance Association website. A total of 45 short-term companies 
was extracted from the list which included all other types of insurance companies and 
questionnaires were sent to only those companies. The questionnaire was sent to respondents 
electronically via email and some were delivered personally in cases where email addresses 
were not available. All completed questionnaires were left at reception area of each company 
for collection. All the insurance companies were located in the following areas of Gauteng, 
Centurion, Midrand, Bedfordview, Sandton, Rosebank and Johannesburg; therefore, it was 
possible for the researcher to allocate days to do the collections. For this study the 
questionnaire was sent to 45 short-term insurance companies, however, it achieved a response 
of 24 respondents, indicating a 53% response rate. 
 
Out of 45 questionnaires that were distributed, only 24 questionnaires were returned, and they 
were all available for data analysis and interpretation. This response translated to 53% 
response. These questionnaires were captured into a spreadsheet and sent to a statistician for 
data analysis. 
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4.2.2. Demographic Profiles 
 
The demographic profiles of the respondents were classified by type of company they worked 
for, number of years’ experience in the industry and current role or job title in the company. 
 
FIGURE 4.1:  DEMOGRAPHIC COMPOSITION BY COMPANY TYPE 
 
 
 
 
 
 
 
 
 
 
 
 
 
The respondents’ base comprised of (1) general insurers (broadly defined as a non-life 
insurance company), (2) underwriting managers (broadly defined as a company that performs 
binder functions and other services on behalf of an insurance company, as an expert in a 
particular type of business), (3) niche insurers (broadly defined as a company that provides 
niche insurance solutions that are otherwise not found in the general insurance market), and (4) 
cell captive insurers (broadly defined as an insurance company that is wholly owned and 
controlled by its insureds; its primary purpose is to insure the risks of its owners, and its 
insureds benefit from the captive insurer's underwriting profits).  
 
This response demographic composition is a perfect representation of the industry and the 
different companies that form part of the industry; as detailed in the table below:  
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TABLE 4.1: INDUSTRY REPRESENTATION  
 
Type of insurer % of respondents % in population 
General insurers 71 76 
Niche insurers 8 9 
Cell captive insurers 4 4 
Underwriting managers 17 11 
 
General insurance companies represent the majority in the industry, with underwriting 
managers and niche insurance companies respectively second and third. This response 
therefore gives a fair representation of the industry. It is also importantly noted that there are 
companies that represent both the underwriting managers and niche insurers simultaneously, in 
such cases, the niche insurer category was used as it is their primary category of identification 
and positioning in the market.  
 
FIGURE 4.2: DEMOGRAPHIC COMPOSITION BY INDUSTRY EXPERIENCE 
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The majority of respondents (33%) possessed more than 16 years of industry experience, this 
was followed by employees with experience of between 6 and 10 years representing 21% of the 
respondents, while 17% of respondents fell in the between 3 and 5 years and the between 11 
and 15 years’ category respectively, and 12% of the respondents had less than 2 years’ 
experience. 
 
The industry experience composition fairly represented all a wider range, very experienced to 
least experienced. The 33% composition representative of very experienced employees brings 
with a very good understanding of the industry and therefore that makes their responses very 
valuable to the study. 
 
FIGURE 4.3:  DEMOGRAPHIC COMPOSITION BY JOB TITLE 
 
 
 
The largest complement of the respondents was neither CFO, COO, Line Manager or Risk 
Manager, and were classified under the ‘other’ job title category. Risk Managers were the 
majority respondents with 29% of participants, while 17% of the respondents were COO, with 
CFO and Line Managers having a 4% participation respectively. 
Risk managers represented a large number of the respondents, after ‘other’, which shows they 
had a good understanding of the study and its impact in their areas and they are possibly 
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subject matter experts in their companies; as their roles involves managing risks facing the 
companies on daily basis.  
 
4.2.3. Internal Consistency  
 
Alpha was developed by Lee Cronbach in 1951, with the aim to provide a measure of the 
internal consistency of a test or scale, and it is expressed as a number between 0 and 1 
(Dennick and Tavakol, 2011).  
 
Cronbach's alpha will generally increase as the intercorrelations among test items increase, and 
is thus known as an internal consistency estimate of reliability of test scores. Because 
intercorrelations among test items are maximised when all items measure the same construct, 
Cronbach's alpha is widely believed to indirectly indicate the degree to which a set of items 
measures a single unidimensional latent construct (Manerikar and Manerikar, 2015). 
According to Manerikar and Manerikar (2015), in statistics, cronbach alpha is a co-efficient of 
internal consistency, that is commonly used as an estimate of the reliability of a psychometric 
test for a sample of examinees.  
 
TABLE 4.2: CRONBACH RELIABILITY RULE OF THUMB 
 
 
Source: Manerikar and Manerikar, (2015)  
 
Manerikar and Manerikar (2015) explained cronbach alpha; the theoretical value of alpha varies 
from 0 to 1, since it is the ratio of two variances, however, depending on the estimation 
procedure used, estimates of alpha can take on any value less than or equal to 1, including 
 
 
 
 
51 
 
negative values, although only positive values make sense. Higher values of alpha are more 
desirable, with some professionals, as a rule of thumb, necessitating a reliability of 0.70 or 
higher on a substantial sample before deciding to use the instrument. 
 
TABLE 4.3: CRONBACH ALPHA RESULTS FROM THE EMPIRICAL STUDY 
 
Variable Initial Cronbach alpha 
(before deletion of SUC5) 
Cronbach alpha (after 
deletion of SUC5) 
Success 0,58 0,74 
Survival 0,61 0,61 
Operational Risk 0,93 0,93 
Financial Risk 0,92 0,92 
Market Risk 0,72 0,72 
Reputational Risk 0,98 0,98 
 
The table above represents results from this study. Only one question was deleted from the 
questionnaire because of lower Cronbach Alpha, the question was question number five 
(SUC5) under dependent variable success of short-term insurance companies in South Africa.  
 
4.2.4. Frequency Distributions 
 
Frequency distribution tables were created and assessed in order to enable a test for normality. 
This enabled the researcher to show the number responses per each category. This helped in 
assessing whether the data distribution is normal and symmetrically bell-shaped or highly 
skewed. All the results from the frequency distributions are discussed below for each of the 
variables. 
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TABLE 4.4: PERFORMANCE OF THE ORGANISATION 
 
Question: Variable Code  Comments 
1. My organisation achieves its gross written 
premium targets  
Success SUC1  
2. My organisation achieves its profitability target  
 
Success SUC2  
3. My organisation achieves its target loss ratio  
 
Success SUC3  
4. My organisation manages to grow its market 
share 
Success SUC4  
5. My organisation gets voted as the best insurance 
company in its segment  
Success SUC5 Deleted 
6. My organisation charges premiums above the 
average market prices  
Survival SUR1  
7. My organisation achieves its net underwriting 
profit  
Survival SUR2  
8. My organisation maintains a very strong solvency 
margin  
Survival SUR3  
9. My organisation achieves a credit rating above ‘A’ 
from rating agencies  
Survival SUR4  
10. My organisation maintains its ‘market leader’ 
position in its segment  
Survival SUR5  
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4.2.3.1. Success of short-term insurance companies 
 
FIGURE 4.4: Success of short-term insurance companies’ responses graph 
 
 
 
 
CATEGORY COUNT PERCENT 
Totally Disagree 3 3 
Disagree   0 
Neutral 35 36 
Agree 51 53 
Totally Agree 7 7 
 
 
Data is moderately skewed to the left or negatively skewed, the tail is longer on the left and 
most of the distribution is on the right side. This distribution has a mean to the left of the 
median. The majority of respondents (53%) believed that their companies were achieving 
success, followed by those respondents who were neutral on their company’s success 
achievement at 36%. In conclusion, even though information does not clearly demonstrate 
normality, it will be assumed from the graph that it is a normal distribution.  
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4.2.3.2. Survival of short-term insurance companies 
 
FIGURE 4.5: Survival of short-term insurance companies’ responses graph 
 
 
 
TABLE 4.6: Survival of short-term insurance companies’ responses table 
 
CATEGORY COUNT PERCENT 
Totally Disagree   0 
Disagree 16 13 
Neutral 33 28 
Agree 40 33 
Totally Agree 31 26 
 
Data is skewed to the left moderately skewed to the left or negatively skewed, the tail is longer 
on the left and most of distribution is on the right side. This distribution has a mean to the left of 
the median, and therefore can be accepted to be a normal distribution. 
The complement of respondents who agreed and totally agreed that their companies were 
geared up to survive in the industry represented a much larger number of responses with 33% 
and 26% respectively. Followed by those who were neutral in their responses with 28%, while 
there was also a small complement of respondents who disagreed (13%) that their companies 
were geared up to survive the industry risks.    
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4.2.3.3. Operational Risk 
 
FIGURE 4.6: Operational risk responses graph 
 
 
 
TABLE 4.7: Operational risk responses table  
 
CATEGORY COUNT PERCENT 
Totally Disagree 110 29 
Disagree 133 35 
Neutral 114 30 
Agree 18 5 
Totally Agree 9 2 
 
The data is marginally skewed to the right or positively skewed, the tail has a positive skew to 
the right and the mean is usually to the right of the median can be accepted to be a normal 
distribution. The majority of respondents (35%) disagreed, while 29% totally disagreed that their 
companies were exposed to operational risks. There was a large complement (30%) of 
respondents who were neutral in their responses, while only a small complement agreed (4%) 
and totally agreed (2%) respectively that their companies were exposed to operational risks. 
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4.2.3.4. Financial Risk 
 
FIGURE 4.7: Financial risk responses graph  
 
 
 
 
 
 
 
 
 
 
 
 
 
TABLE 4.8: Financial risk responses table 
  
CATEGORY COUNT PERCENT 
Totally Disagree 94 65 
Disagree 33 23 
Neutral 16 11 
Agree 1 1 
Totally Agree 0 0 
 
The data is skewed to the right or positively skewed, the tail has a positive skew to the right and 
the mean is usually to the right of the median. The majority of respondents (65%) totally 
disagreed, while the next complement (23%) disagreed, this meant that most of the 
respondents are of the view that their companies are not exposed to financial risks. With 11% 
neutral in their responses while very little complement (1%) agreed that their companies were 
faced with financial risks.  
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4.2.3.5. Market Risk 
 
FIGURE 4.8: Market risk responses graph 
  
 
 
TABLE 4.9: Market risk responses table 
  
CATEGORY COUNT PERCENT 
Totally Disagree 24 33 
Disagree 29 40 
Neutral 14 19 
Agree 3 4 
Totally Agree 2 3 
 
The data is skewed to the right or positively skewed, the tail has a positive skew to the right and 
the mean is usually to the right of the median.  
There was a larger complement (40%) of respondents who disagreed, while almost the same 
number (33%) of respondents totally disagreed, meaning they are of the view that their 
companies are exposed to market risks. A marginal complement (19%) was neutral in their 
responses, while only very few respondents agreed (4%) and totally agreed (3%) that their 
companies are exposed to market risks in their operations. 
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4.2.3.6. Reputational Risk 
 
FIGURE 4.9: Reputational risk responses graph 
 
 
 
TABLE 4.10: Reputational risk responses table 
 
CATEGORY COUNT PERCENT 
Totally Disagree 44 61 
Disagree 11 15 
Neutral 8 11 
Agree 0 0 
Totally Agree 9 13 
 
The data is skewed to the right or positively skewed, the tail has a positive skew to the right and 
the mean is usually to the right of the median.  
There was a very large complement of respondents (61%) who totally disagreed and (15%) who 
disagreed that their companies were exposed to reputational risks in their daily operations. 11% 
was neutral in their responses, while 13% totally agreed that their companies were exposed to 
reputational risks. 
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4.3. ANALYSIS OF THE RESEARCH QUESTIONS  
 
(i) What are the risks facing the short-term insurance industry? 
 
From the secondary literature reviewed in chapter two, there was enough information available 
to draw up a generally accepted list. Pakhchanyan (2016) asserted, by its nature, operational 
risk is not subjected to a particular industry, therefore short-term insurance organisations are 
not immune to operational risks exposures. While Ernst & Young (2017) asserted, if insurance 
companies can better understand their credit risk exposures, it will enable insurance companies 
of all different types to be able to manage and diversify risks more effectively with a significant 
potential upside for their bottom line. Lastly, Ernst & Young (2015) asserted, reputational risk is 
likely to arise from any of the following behaviours by an insurance organisation; scandals and 
disasters, sales practise and conduct, new products and markets, compliance and regulatory 
failures, weak internal communication and coordination, and lastly the clients.  The risk factors 
are summarised below  
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Figure 4.10: THE RISK FACTORS FOR SHORT TERM INSURANCE COMPANIES 
 
 
 
 
 
 
 
 
 
 
 
Source: Author’s own conception (2017) 
 
(ii) What is the relationship between the use of enterprise risk management and the 
survival of the companies in the short-term insurance industry? 
 
From the secondary literature reviewed in chapter two, there was enough information available 
to draw up general conclusions from the literature on chapter two. According to AM Best 
Company (2013), it’s argued that when done right, risk management creates an operating 
environment that supports both strong financial controls and risk mitigation, as well as prudent 
risk taking to seize market opportunities. From the empirical study for this study, results 
obtained are discussed below 
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The table below is an illustration of correlation amongst the different variables, the dependent 
and independent variables. The degree of correlation between the dependent variables and 
independent variables is indicated by the correlation coefficient (r), which is any value between 
+1 (perfect positive correlation) where an increase in the independent variable results in a 
proportionally equal increase in the dependent variable and -1 (perfect negative correlation) 
where an increase in the independent variable results in a proportionally equal decrease in the 
dependent variable. The results on the table below are analysed in the following manner; 0 to 
+/-0.39 shows a weak correlation; 0.4 to 0.79 (or -0.4 to -0.79) a moderate correlation and 0.7 – 
1 (or -0.7 to -1) a strong correlation.  
 
TABLE 4.11: Correlation matrix for all variables 
 
ABBREVIATIONS: 
 SUC = success of short-term insurance companies in South Africa 
 SUR = survival of short-term insurance companies in South Africa 
 OPE = operational risk 
 FIN = financial risk 
 MAR = market risk 
 REP = reputational risk 
 MIT = mitigation 
 
 
 
 
 
 
 
 
 
 
 
  SUC SUR OPE FIN MAR REP MIT 
SUC 1,000       
SUR 0,779 1,000      
OPE -0,578 -0,578 1,000     
FIN -0,255 -0,321 0,656 1,000    
MAR -0,566 -0,281 0,643 0,395 1,000   
REP -0,850 -0,596 0,493 0,251 0,526 1,000  
MIT -0,338 -0,147 0,132 -0,188 0,116 0,231 1,000 
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From the above table; there is a significant relationship between operational risks and the 
success of short-term insurance companies in South Africa (OPE and SUC), and operational 
risks and the survival of short-term insurance companies in South Africa (OPE and SUR);  
While the above table also shows that there is a significant relationship between market risks 
and success of short-term insurance companies in South Africa (MAR and SUC);  
From the correlation table above, it is also showed that there is also a strong significant 
relationship between reputational risks and success of short-term insurance companies in South 
Africa (REP and SUC); and lastly the relationship between reputational risks and survival of 
short-term insurance companies in South Africa (REP and SUR) was also significant. 
The resultant conclusions regarding the hypotheses will now be discussed 
 
4.4. DISCUSSION OF THE HYPOTHESIS  
 
4.4.1. Operational risk and success of short-term insurance companies 
 
 Ho1: There is no relationship between operational risks and the success and survival of 
companies in the short-term insurance industry. 
 Ha1: There is a negative relationship between operational risks and the success and the 
survival of companies in the short-term insurance industry.  
 
FIGURE 4.11: Regression graph: operational risk and success 
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From table 4.8 there is a significant relationship between operational risk and success of 
insurance companies in South Africa: The correlation coefficient between success and 
operational risk is -0.578, which reflects a strong relationship between these two variables.  
 
TABLE 4.12: Regression: operational risk and success 
  Coefficient, r 
Strength of Association Positive Negative 
Small- weak .1 to .3 -0.1 to -0.3 
Medium .3 to .5 -0.3 to -0.5 
Large -strong .5 to 1.0 -0.5 to -1.0 
 
From the analysis above, the null hypothesis is rejected in favour of the alternative analysis (p-
value < 0.05).   
The slope is 0.4817, while the R-squared is 0.4568, meaning 45.68% increase in operational 
risk can be explained by the linear relationship between operational risk and success of short-
term insurance companies. This means that an increase in operational risk does decrease 
success of South African short-term insurance companies. 
 
4.4.2. Operational risk and survival of short-term insurance companies 
 
 Ho1: There is no relationship between operational risks and the success and survival of 
companies in the short-term insurance industry. 
 Ha1: There is a negative relationship between operational risks and the success and the 
survival of companies in the short-term insurance industry.  
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FIGURE 4.12: Regression graph: operational risk and survival 
 
 
From table 4.9 there is a significant relationship between operational risk and survival of 
insurance companies in South Africa. 
The correlation coefficient between survival and operational risk is -0.578, which reflects a 
strong relationship between these two variables. 
 
TABLE 4.13: Regression: operational risk and survival 
  Coefficient, r 
Strength of Association Positive Negative 
Small- weak .1 to .3 -0.1 to -0.3 
Medium .3 to .5 -0.3 to -0.5 
Large -strong .5 to 1.0 -0.5 to -1.0 
  
The slope is 0.4882, while the R-squared is 0.3337, meaning 33.37% increase in operational 
risk can be explained by the linear relationship between operational risk and survival of short-
term insurance companies. This means that an increase in operational risk does decrease 
success of South African short-term insurance companies. 
From the analysis above, the null hypothesis is rejected in favour of the alternative analysis (p-
value < 0.05).   
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4.4.3. Financial risk and success of short-term insurance companies 
 
 Ho2: There is no relationship between financial risks and the success and survival of 
companies in the short-term insurance industry. 
 Ha2: There is a negative relationship between financial risks and the success and 
survival of companies in the short-term insurance industry.  
 
FIGURE 4.13: Regression graph: financial risk and success 
 
 
 
 
 
 
 
 
 
 
 
 
From table there is a relationship that is not significant between financial risk and success of 
insurance companies in South Africa.  
The correlation coefficient between success and operational risk is -0.255, which reflects a 
negative relationship and it is not significant between these two variables.  
 
TABLE 4.14:  Regression: financial risk and success 
  Coefficient, r 
Strength of Association Positive Negative 
Small- weak .1 to .3 -0.1 to -0.3 
Medium .3 to .5 -0.3 to -0.5 
Large -strong .5 to 1.0 -0.5 to -1.0 
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For the relationship between financial risk and success of short-term insurance companies the 
slope is 0.2596, while the R-squared is 0.1166 which is very small, meaning 11.66% of changes 
in financial risk can be explained by the linear relationship between financial risk and success of 
short-term insurance companies.  
From the analysis above, we fail to reject the null hypothesis (p-value > 0.05). Therefore, the 
hypothesis is not supported.  
 
4.4.4. Financial risk and survival of short-term insurance companies 
 
 Ho2: There is no relationship between financial risks and the success and survival of 
companies in the short-term insurance industry. 
 Ha2: There is a negative relationship between financial risks and the success and 
survival of companies in the short-term insurance industry.  
 
FIGURE 4.14: Regression graph: financial risk and survival 
 
 
From table there is a relationship that is not significant between financial risk and survival of 
insurance companies in South Africa:  
The correlation coefficient between survival and operational risk is -0.321, which reflects a 
negative relationship that is not significant between these two variables.  
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TABLE 4.15:  Regression: financial risk and survival 
  Coefficient, r 
Strength of Association Positive Negative 
Small- weak .1 to .3 -0.1 to -0.3 
Medium .3 to .5 -0.3 to -0.5 
Large -strong .5 to 1.0 -0.5 to -1.0 
 
The relationship between financial risk and survival of short-term insurance companies the 
slope is 0.2892, while the R-squared is 0.1029 which is also very small, meaning only 10.29% 
of changes in financial risk can be explained by the linear relationship between financial risk and 
survival of short-term insurance companies. 
From the analysis above, we fail to reject the null hypothesis (p-value > 0.05).  Therefore, the 
hypothesis is not supported.    
 
4.4.5. Market risk and success of short-term insurance companies 
 
 Ho3: There is no relationship between market risks and the success and survival of 
companies in the short-term insurance industry.  
 Ha3: There is a negative relationship between market risks and the success and survival 
of companies in the short-term insurance industry.  
 
FIGURE 4.15: Regression graph: market risk and success 
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From table there is a significant relationship between market risk and success of insurance 
companies in South Africa, the correlation coefficient between market risk and success is -
0.566, which reflects a significant relationship between these two variables.  
 
TABLE 4.16:  Regression: market risk and success 
  Coefficient, r 
Strength of Association Positive Negative 
Small- weak .1 to .3 -0.1 to -0.3 
Medium .3 to .5 -0.3 to -0.5 
Large -strong .5 to 1.0 -0.5 to -1.0 
 
The slope is 0.3023, while the R-squared is 0.2336, meaning 23.36% increase in market risk 
can be explained by the linear relationship between market risk and success of short-term 
insurance companies. This means that an increase in market risk does decrease success of 
South African short-term insurance companies. 
 
From the analysis above, the null hypothesis is rejected in favour of the alternative analysis (p-
value < 0.05). Therefore, the hypothesis is supported 
 
4.4.6. Market risk and survival of short-term insurance companies 
 
 Ho3: There is no relationship between market risks and the success and survival of 
companies in the short-term insurance industry.  
 Ha3: There is a negative relationship between market risks and the success and survival 
of companies in the short-term insurance industry.  
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FIGURE 4.16: Regression graph: market risk and survival 
 
 
From table there is a relationship that is not significant between market risk and survival of 
insurance companies in South Africa, the correlation coefficient between survival and market 
risk is -0.281, which reflects a negative relationship that is not significant between these two 
variables.  
 
TABLE 4.17:  Regression: market risk and survival 
  Coefficient, r 
Strength of Association Positive Negative 
Small- weak .1 to .3 -0.1 to -0.3 
Medium .3 to .5 -0.3 to -0.5 
Large -strong .5 to 1.0 -0.5 to -1.0 
 
The relationship between market risk and survival of short-term insurance companies the slope 
is 0.2085, while the R-squared is 0.079 which is very small, demonstrating a 7.9% of changes in 
market risk can be explained by the linear relationship between market risk and survival of 
short-term insurance companies. 
From the analysis above, we fail to reject the null hypothesis (p-value > 0.05).  Therefore, the 
hypothesis is not supported.  
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4.4.7. Reputational risk and success of short-term insurance companies 
 
 Ho4: There is no relationship between reputational risks and the success and survival of 
companies in the short-term insurance industry.  
 Ha4: There is a negative relationship between reputational risks and the success and 
survival of companies in the short-term insurance industry. 
 
FIGURE 4.17: Regression graph: reputational risk and success 
 
From table there is a significant relationship between reputational risk and success of insurance 
companies in South Africa. The correlation coefficient between reputational risk and success is -
0.850, which reflects a very strong relationship between these two variables.  
 
TABLE 4.18:  Regression: reputational risk and success 
  Coefficient, r 
Strength of Association Positive Negative 
Small- weak .1 to .3 -0.1 to -0.3 
Medium .3 to .5 -0.3 to -0.5 
Large -strong .5 to 1.0 -0.5 to -1.0 
 
The slope is 0.2775, while the R-squared is 0.6841, which means 68.41% increase in market 
risk can be explained by the linear relationship between reputational risk and success of short-
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term insurance companies. This means that an increase in reputational risk does decrease 
success of South African short-term insurance companies. 
From the analysis above, the null hypothesis is rejected in favour of the alternative analysis (p-
value < 0.05). Therefore, the hypothesis is supported.  
 
4.4.8. Reputational risk and survival of short-term insurance companies 
 
 Ho4: There is no relationship between reputational risks and the success and survival of 
companies in the short-term insurance industry.  
 Ha4: There is a negative relationship between reputational risks and the success and 
survival of companies in the short-term insurance industry. 
 
FIGURE 4.18: Regression graph: reputational risk and survival 
 
 
From table there is a significant relationship between reputational risk and survival of insurance 
companies in South Africa. For reputational risk and survival, the correlation coefficient between 
reputational risk and survival is -0.596, which reflects a strong relationship between these two 
variables.  
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TABLE 4.19:  Regression: reputational risk and survival 
  Coefficient, r 
Strength of Association Positive Negative 
Small- weak .1 to .3 -0.1 to -0.3 
Medium .3 to .5 -0.3 to -0.5 
Large -strong .5 to 1.0 -0.5 to -1.0 
 
The slope is 0.237, while the R-squared is 0.3548, which means 35.48% increase in 
reputational risk can be explained by the linear relationship between reputational risk and 
survival of short-term insurance companies. This means that an increase in reputational risk 
does decrease survival of South African short-term insurance companies. 
From the analysis above, the null hypothesis is rejected in favour of the alternative analysis (p-
value < 0.05).  Therefore, the hypothesis is supported.  
4.6. CONCLUSION 
 
This chapter has presented the results of the empirical study, focusing on validity and reliability 
of the research instrument as depicted in the data collected. The empirical results of the data 
collected from the study were presented and analysed. This chapter reported on the response 
rate, the demographic profiles, frequency distribution for all variables, internal consistency, 
analysis of research questions and discussion of hypothesis. Regression and correlation 
analysis were used to analyse the relationship between the independent variables and 
dependent variables and conclusions were made.  
 
The next chapter (chapter five) will provide a summary of the conclusions and 
recommendations from the study using both the literature reviewed and results from the 
empirical study. This chapter will also make recommendations for future studies.  
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CHAPTER 5: CONCLUSION AND RECOMMENTATIONS 
 
5.1. INTRODUCTION 
 
Chapter four presented the results of the empirical study, focusing on validity and reliability of 
the research instrument as depicted in the data collected. The empirical results of the data 
collected from the study were presented and analysed. The previous chapter reported on the 
response rate, the demographic profiles, frequency distribution for all variables, internal 
consistency analysis of research questions and discussion of hypothesis. The researcher 
further used regression and correlation analysis to analyse the relationship between the 
independent variables and dependent variables.  
 
In this chapter the researcher will provide a conclusion and recommendations from the study 
using both the literature reviewed and results from the empirical study; and further make 
recommendations for future studies. The conclusion and recommendations will be done in 
accordance with findings from the literature reviewed on chapter two and the findings from the 
data analysis of the empirical study. This chapter will conclude by examining and exploring the 
managerial implications presented from this study. 
5.2. OBJECTIVES OF THE STUDY 
 
This study seeks to uncover the risks that threaten the short-term insurance companies in South 
Africa. It further seeks to understand the shortfalls of not adopting enterprise risk management, 
as well as benefits of adopting enterprise risk management for short-term insurance companies 
in South Africa. And lastly, it seeks to determine the relationship between the use of enterprise 
risk management and the success and survival of short-term insurance companies in South 
Africa. 
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In order to achieve the above-mentioned purpose, the following research questions were 
formulated: 
 
 What are the risks facing the short-term insurance industry? 
 What is the relationship between the use of enterprise risk management and the success 
and survival of the companies in the short-term insurance industry? 
 
5.3. CONCLUSION, RECOMMENDATIONS AND MANAGERIAL IMPLICATIONS 
 
From the secondary literature reviewed in this study the key types of risks were identified that 
affect the success and survival of a short-term insurance companies in South Africa. The 
literature further highlighted the benefits of adopting enterprise risk and shortfalls of non-
adoption of enterprise risk management by short-term insurance companies in South Africa. 
The secondary literature reviewed further provided insights into the relationship between the 
use of enterprise risk management and the success and survival of short-term insurance 
companies in South Africa.  
 
The researcher was able to draw a number of conclusions on this study based on both the 
secondary literature reviewed and the empirical results obtained. The conclusions will be based 
on both the literature reviewed and statistical techniques and measurements used in this study, 
and also on the results obtained from the South African short-term insurance companies. 
 
The results we tested for validity and reliability, while correlation and regression analysis were 
used to determine the relationship between the use of enterprise risk management and the 
success and survival of the companies. 
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5.3.1. What are the risks facing the short-term insurance industry? 
 
5.3.1.1. Conclusions 
 
In addressing this research question, a theoretical study was conducted from secondary 
literature in chapter two. The literature study focused on four types of risks that affect short-term 
insurance companies, namely; operational risk, financial risk, market risk and reputational risk.  
From the literature reviewed above, the following generic risks were determined; operational 
risk, financial risk, market risk and reputational risk. These generic risks if not managed poses a 
threat on the success and survival of short-term insurance companies.  
 
5.3.1.2. Recommendations 
 
From the conclusion above, it is recommended that each short-term insurance company 
identifies its own generic risks in order to mitigate them; the generic list stated above should be 
used as a guideline in identifying these risks.  
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5.3.2. What is the relationship between the use of enterprise risk management and the 
success and survival of the companies in the short-term insurance industry? 
 
In addressing this research question, a theoretical study was conducted from secondary 
literature in chapter two. The literature study focused on the relationship between the use of 
enterprise risk management and the success and survival of short-term insurance companies in 
South Africa.  
 
From the secondary literature reviewed, it was emphasised that enterprise risk management as 
opposed to the traditional silo-based approach to risk management was more effective in 
bringing competitive advantage to the organisation. The linkage of enterprise risk management 
to strategy was also emphasised as it ensures success and survival of the company.   
 
This research question will be answered by summarising conclusions for each of the four (4) 
types of risks below: 
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5.4.1. Operational Risk 
 
5.4.1.1. Conclusion 
 
From the empirical study results, it can be concluded that there is a strong relationship between 
operational risk and the success and survival of short-term insurance companies in South 
Africa. 
 
The secondary literature also supports that there is a negative relationship between operational 
risk and the success and survival of short-term insurance companies.  Pakhchanyan (2016) 
asserted, by its nature, operational risk is not subjected to a particular industry, therefore short-
term insurance organisations are not immune to operational risks exposures. Ernst & Young 
(2016) concurred that operational risk is viewed as the most dangerous type of risk for a 
company’s survival and it potentially exists in all organisation activities across all industries.  
 
Short-term insurance companies in their day to day running utilise people resources, systems, 
have processes and are also impacted by the external environment. With this therefore it makes 
these companies vulnerable to risks that are brought by any of the people resources, systems, 
processes and external events.  
 
5.4.1.2. Recommendation 
 
From the conclusion above, it is recommended that short-term insurance companies establish 
and implement an integrated operational risk management framework in order to ensure 
effective management of such risks. An enterprise risk management framework as established 
by COSO should be implemented. 
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5.4.2. Financial Risk 
 
5.4.2.1. Conclusion  
 
From the empirical study results, it can be concluded that there is a relationship that is not 
significant between financial risk and the success and survival of short-term insurance 
companies in South Africa.  
 
The secondary literature reviewed, differs from the results from the empirical study. Ernst & 
Young (2017) emphasised the need for insurance companies to better understand their credit 
risk exposures, and further asserted that it would enable insurance companies of all different 
types to be able to manage and diversify risks more effectively with a significant potential upside 
for their bottom line. 
It is important to understand and manage their exposure to liquidity, which is part of financial 
risk and credit risks. As emphasised by global credit rating agency Standard & Poor (2016), 
enterprise risk management has been incorporated into rating reviews, with focus on five sub-
factors; strategic risk management, risk controls, emerging risks management, risk models and 
risk management culture.   
 
5.4.2.2. Recommendation 
 
Even though the empirical results differ with the hypothesised relationship, it remains important 
for management to incorporate the company’s financial risk management system into their 
enterprise risk management system. An enterprise risk management framework as established 
by COSO needs to be implemented. 
 
5.4.3. Market Risk 
 
5.4.3.1. Conclusion 
 
From the empirical study results, it can be concluded that there is a strong relationship between 
market risk and success of short-term insurance companies in South Africa. While the empirical 
results also conclude that there is a relationship that is not significant between market risk and 
the survival of short-term insurance companies in South Africa. 
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The secondary literature reviewed supports the empirical study result which reflects a significant 
relationship between market risk and success of short-term insurance companies in South 
Africa. While it differs with the empirical study result for the relationship between market risk and 
survival of short-term insurance companies in South Africa. As alluded by the Research Journal 
of Finance and Accounting (2014), the drivers for insurance organisations failure include; under-
reserving, under-pricing, unsupervised delegation of underwriting authority, rapid expansion into 
unfamiliar markets, misuse of reinsurance and mismanagement.  
 
5.4.3.2. Recommendation  
 
From the conclusion above, it remains highly recommended that an integrated system of 
managing market risks be implemented and incorporated into the company’s enterprise risk 
management system to ensure a holistic view of the risks.  An enterprise risk management 
framework as established by COSO needs to be implemented.  
 
5.4.4. Reputational Risk 
 
5.4.4.1. Conclusion 
 
From the empirical study results, it can be concluded that there is a strong relationship between 
reputational risk and the success and survival of short-term insurance companies in South 
Africa.  
 
The secondary literature reviewed supports the significance of this relationship. In the Ernst & 
Young (2015) definition of reputational risk as an intangible, essential, and expensive asset of a 
company. This definition emphasises the importance of managing reputation as it can be 
expensive for an insurance company. Ernst & Young (2015) alluded to the fact that for 
insurance companies to reap the full benefits brought about by good reputation, they need to 
actively and effectively build it, manage it, and be able to achieve resiliency even in the times of 
the most challenging events.  
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5.4.4.2. Recommendation 
 
From the conclusion above, it is highly recommended that management need to implement an 
integrated reputation management system, which can be incorporated into the company’s 
enterprise risk management system; this system needs to be aligned to the company’s public 
relations department to ensure effective public relations and reputation management.  
5.5. INTEGRATED RECOMMENDATION 
  
For the above-mentioned research question, the secondary literature reviewed concluded that 
there is a relationship between the use of enterprise risk management and the success and 
survival of short-term insurance companies in South Africa.  
 
Management in trying to manage and minimise these risks it is therefore necessary to establish 
a holistic framework of managing risks, an enterprise-wide approach to managing their risks.  
 
Management need to adopt and implement the enterprise risk management framework as 
established by COSO. COSO’s intention with this framework is to align risk appetite and 
strategy, enhance risk response decisions, reduce operational surprises and losses, 
identification and management of multiple and cross-enterprise risks, seizing of opportunities 
and lastly to improve deployment of capital by organisations (Hirth, 2016). This will enable an 
enterprise-wide integrated framework for managing risks facing the company in its daily 
operations. 
 
The hypothesised conceptual framework as outlined in chapters two and three needs to be 
used as a guideline for determining generic risks facing each company, then an enterprise risk 
management framework needs to be implemented as a tool for managing such risks.  
 
5.6. LIMITATIONS  
 
This study had no major challenges during its process, however it is important that this study be 
interpreted with these limitations noted: 
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 The population excluded re-insurance companies and SASRIA SOC, as they do not fully 
represent the South African short-term insurance companies being studied herein. 
 The study was only limited to short-term insurance companies, not the entire insurance 
industry. 
 The sample was reduced to a low 45 number of companies as the researcher intended 
focussing the study only on short-term insurance companies.   
5.7. FURTHER RESEARCH 
 
The limitations and research question two, three and four presented an opportunity for further 
research in the future. The following opportunities for future research can be explored: 
 
 A similar study can still be done by each company in the entire insurance industry using 
the generic risks identified as a guide; as they are mostly faced with similar challenges in 
their daily operations. 
 A similar study can still be conducted that includes re-insurance companies and SASRIA 
SOC. This kind of study would benefit from a larger population gained through inclusion 
of all short-term insurance companies. 
 There is an opportunity for a study that would assess the benefits of and the short falls of 
not adopting enterprise risk management specific to each short-term insurance company. 
 A study can be conducted with the intention to measure the relationship between the use 
of enterprise risk management and the success and survival of short-term insurance 
companies 
5.8. SUMMARY OF THE RESEARCH STUDY 
 
The main purpose of this study was to evaluate the significance of the relationship between 
enterprise risk management and the success and survival of the companies in the short-term 
insurance industry in order to develop survival strategies for them.  
 
The study also aimed at determining whether a significant relationship exists between these 
types of risks; operational risk, financial risk, market risk and reputational risk; and the success 
and survival of short-term insurance companies in South Africa.  
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Chapter One, the researcher highlighted the importance and relevance of the study by looking 
at the problem statement and highlighting what triggered the study. The research problem to be 
investigated was also stated, as well as the research objectives. In this chapter the research 
methodology to be used was further outlined, and variables were defined. And lastly a 
conceptual framework of the relationship was created and hypothesis was also stated. 
 
Chapter Two, in this chapter the researcher reviewed secondary literature on the dependent 
and independent variables. A conceptual of the role of enterprise risk management and the 
relationship between the types of risks listed and the success and survival of short-term 
insurance companies in South Africa was created. The literature reviewed was further 
summarised to form conclusions from the literature. 
 
Chapter Three, provided research methodology in which justification was provided for the use of 
the quantitative research (positivistic paradigm) methodology for the study, and the 
appropriateness of the research instrument used to collect data. The conceptual framework was 
further reviewed, reliability and validity were reviewed, and lastly the ethical considerations were 
reviewed in accordance with the university’s research code of ethics. 
 
Chapter Four, in this chapter the researcher focused on the analysis of the research findings of 
the study undertaken. The empirical results focused on the demographic profile of the 
respondents, the validity of the questionnaire, the reliability of the results, as well as the 
importance of the research variables. In this chapter regression and correlation analysis was 
also performed on the results to test the significance on the hypothesised relationship between 
dependent and the independent variables. The chapter concluded with a summary of the 
empirical results. 
 
Chapter Five, lastly the final chapter concluded by consolidating all the previous chapters to 
form a conclusion. From the research objectives, the variables, and analysis of the results from 
both the secondary literature and the empirical study a conclusion was formed. In this chapter 
management decisions were also recommended. 
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